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STAFF  REPORT:   Developed  Mineral  Reversions  on  Acquired  Lands 
INTRODUCTION 

This  report  with  attachments  constitutes  my  analysis  and  recommendations  of  a 
natural  resource  management  issue  in  fulfillment  of  the  requirement  for 
successful  completion  of  the  Management  &  Leadership  Workshop  which  I  had 
attended  from  February  29  -  March  10,  1988.   As  it  is  management's  prerogative 
to  redirect  program  priorities  to  accommodate  changing  circumstances,  the 
management  issue  that  is  the  subject  of  this  report  digresses  from  my  original 
proposal  (unplugged  oil  and  gas  wells  on  acquired  lands)  to  address  an  equally 
critical  but  more  urgent  matter.   Federal  mineral  reversions  that  contain 
producing  oil  and  gas  wells  represented  a  unique  circumstance  that  required 
priority  attention  because  of  specific  timeframes.   This  situation  encompassed 
a  variety  of  political,  environmental,  and  technical  elements  that  made  for  an 
interesting  case  study  in  natural  resource  management.   By  undertaking  this 
project,  I  had  direct  involvement  in  a  negotiated  compromise  between  the 
Bureau  of  Land  Management,  the  Forest  Service,  and  the  independent  oil  and  gas 
producers  that  operate  on  acquired  lands  in  the  Wayne  National  Forest.   This 
compromise  should  result  in  more  cost  effective  minerals  management  that  still 
provides  for  maximum  economic  recovery  of  oil  and  gas  resource, 

MANAGEMENT  SUMMARY 

When  mineral  rights  revert  to  the  United  States  and  host  a  producible  well 
where  the  lease  rights  will  expire  upon  the  reversion  date,  the  Eastern  States 
Office  (ESO)  will  offer  current  well  operators  the  option  of:   1)  entering 
into  a  "restricted"  compensatory  royalty  agreement  (CRA)  when  it  is  in  the 
public's  interest  to  do  so,  or  2)  subjecting  the  tract  containing  the  well(s) 
to  competitive  leasing  .   A  "restricted"  CRA  would  allow  an  operator  to  retain 
ownership  and  operation  of  the  affected  well  with  the  minimum  acreage 
necessary  to  form  a  legal  spacing  unit.   The  public  interest  requirement  would 
be  met  if  the  well  is  producing  hydrocarbons  at  such  low  volumes  that  it  is 
unlikely  that  the  marketplace  will  timely  resolve  the  ownership/operation 
issue  if  the  land  were  to  be  competitively  leased.   A  restricted  CRA  would 
only  authorize  operation  of  the  well  subject  to  current  BLM  regulations  and 
payment  of  royalties  to  the  United  States. 

To  ensure  that  the  continued  operation  of  the  well  under  the  CRA  option  is 
consistent  with  those  uses  intended  by  the  Surface  Managing  Agency  (SMA) ,  the 
SMA  will  perform  the  appropriate  level  of  NEPA  documentation  and  issue  a 
permit  to  the  well  operator  that  authorizes  occupancy  of  the  surface.   Both 
the  approved  CRA  and  the  surface  use  permit  are  required  to  officially 
implement  this  option. 

If  the  well  operator  chooses  the  competitive  leasing  option,  the  entire  tract 
containing  the  well  would  be  offered  at  the  next  scheduled  lease  sale.   The 
lease  sale  notice  would  specify  that  improvements  on  the  tract  (i.e.  the  well) 
are  still  property  of  the  original  operator  and  that  assignment  and/or  sale 
arrangements  must  be  made  to  resolve  ultimate  disposition  of  the  well. 
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BACKGROUND 

Surface  management  agencies  often  acquire  tracts  of  land  which  are  subject  to 
a  private  mineral  reservation  for  a  specified  period  of  time.   Occasionally, 
private  lease  agreements  are  entered  into  after  the  United  States  has  acquired 
its  "future  interest";  sometimes  resulting  in  the  drilling  of  producible  oil 
and  gas  well(s).   According  to  property  law,  these  private  leases  expire  on 
the  date  the  minerals  revert  to  the  Federal  Government  regardless  of  the 
presence  of  wells  that  are  capable  of  producing  in  paying  quantities,  normally 
qualifying  the  lease  for  extension  beyond  its  primary  term.   This  situation 
leaves  the  well  operators  without  any  legal  authority  to  produce  their  wells. 
In  the  past,  BLM  has  dealt  with  this  situation  by  subjecting  the  now 
"unleased"  parcel  containing  the  well  to  competitive  leasing.   If  the  well 
owner  was  not  the  successful  bidder  at  the  lease  sale,  he/she  had  to  negotiate 
with  the  new  lessee  to  either  sell  the  well  or  purchase  operating  rights.   For 
most  instances,  the  marketplace  would  quickly  resolve  the  situation.   However, 
wells  producing  at  extremely  low  volumes  have  defied  a  free  enterprise 
resolution  because  of  characteristically  fragile  economics.   In  the  few 
instances  of   "developed  mineral  reversions"  with  low  profit  wells  that  have 
transpired  to  date,  competitive  leasing  has  resulted  in  lost  oil  and  gas 
reserves,  lost  royalty  revenue,  excessive  administrative  costs,  and  a  negative 
attitude  towards  BLM  and  the  surface  managing  agency. 

Because  of  the  unique  circumstances  surrounding  developed  mineral  reversions, 
BLM  has  discretionary  authority  to  employ  an  administrative  procedure  other 
than  competitive  leasing  to  resolve  the  problems  associated  with  low  volume 
wells.   A  "restricted"  compensatory  royalty  agreement  (CRA)  with  affected 
operators  can  be  an  effective  administrative  tool  to  resolve  a  number  of 
problems  that  are  likely  to  be   encountered.   Use  of  restricted  CRA's  have  a 
number  of  distinct  advantages  over  competitive  leasing  and  represent  an 
equitable  compromise  for  all  involved  parties.   Preliminary  estimates  indicate 
use  of  this  approach  could  result  in  as  much  as  an  8  to  1  administrative  cost 
savings  to  the  Government. 

CHRONOLOGY  •   ... 

The  following  chronology  highlights  my  involvement  and  other  pertinent  events 
that  led  to  my  findings  and  recommendations  regarding  the  use  of  CRA's  on 
producing  mineral  reversions.   This  chronology  is  substantiated  by  assorted 
documents  contained  within  and  are  presented  in  the  form  of  a  case  file  on  the 
issue.   Tabs  are  provided  to  crossreference  specific  events  in  this  chronology 
with  those  documents  in  the  file  that  were  critical  towards  the  end  result  of 
the  project. 

January  4,  1989  -  The  Record  of  Decision  for  the  Final  EIS  of  the  Land  and 
Resource  Management  Plan  for  the  Wayne  National  Forest  recommends  to  BLM  that 
existing  oil  and  gas  operators  should  be  given  priority  status  in  continuing 
on  a  noncompetitive  basis  when  mineral  rights  revert  to  the  U.S.  (See  Tab  "A") 


February  22  -  23,  1989  -  At  the  request  of  the  Southeast  Ohio  Oil  &  Gas 
Association  (SOOGA) ,  I  participate  in  a  tour  of  oil  and  gas  operations  within 
the  Wayne  National  Forest.   I  meet  with  local  independent  producers  and  Forest 
Service  representatives  to  discuss  concerns  over  BLM's  approach  to  developed 
mineral  reversions.  I  make  a  presentation  on  the  matter  at  the  regional 
meeting  of  the  Ohio  Oil  &  Gas  Association.  (See  Tab  "B") 

March  27,  1989  -  I  prepare  a  staff  report  on  the  problems  associated  with 
developed  mineral  reversions  for  submittal  to  the  State  Director,  Eastern 
States  Office.  (See  Tab  "C") 

May  8,1989  -  I  travel  to  Ohio  to  participate  in  a  fact-finding  tour  with  Chris 
Allman,  aide  to  Ohio  Congressman  Robert  McEwen.   SOOGA  seeks  legislative 
relief  as  an  alternative  to  an  administrative  resolution  to  concerns  over 
developed  mineral  reversions. 

May  19,  1989  -  The  Forester  of  the  Marietta  Unit,  Wayne  N.F.'s  Marietta  Unit 
acknowledges  my  staff  report  "captured  the  essence  of  the  reversion  problem" . 

May  25,  1989  -  Congressman  McEwen  introduces  H.R.  2501,  a  bill  to  amend  the 
Mineral  Leasing  Act.  (See  Tab  "D") 

June  21,  1989  -  Congressman  McEwen  sends  a  letter  to  Secretary  Lujan  inquiring 
about  the  use  of  administrative  means  to  rectify  the  situation.   (See  Tab  "E") 

September  14,  1989  -  Secretary  Lujan  responds  to  McEwen  with  a  report  prepared 
by  the  BLM  Eastern  States  Office  which,  in  short,  states  that  competitive 
leasing  is  the  only  action  available  to  BLM  in  this  matter.  (See  Tab  "E") 

December  1,  1989  -  I  prepare  a  memorandum  to  the  State  Director  proposing  use 
of  compensatory  royalty  agreements  (CRA)  as  an  alternative  to  competitive 
leasing.  The  memo  documents  the  authority,  justification,  and  benefits  to  be 
derived  by  using  CRA's.  (See  Tab  "F") 

December  4,  1989  -  I  make  an  oral  presentation  to  the  State  Director  and  his 
staff  on  my  proposal. 

January  10,1990  -  The  Deputy  State  Director  for  Mineral  Resources  instructs 
the  Milwaukee  District  to  initiate  action  to  set  up  compensatory  royalty 
agreements  for  those  wells  on  minerals  that  will  revert  in  1990.  (See  Tab  "G") 

February  26,  1990  -  I  brief  the  Forest  Supervisor  and  involved  staff  of  the 
Wayne-Hoosier  National  Forest  on  the  use  of  CElA's  and  partake  in  the 
discussion  of  appropriate  NEPA  documentation  for  the  decision.   Members  of 
SOOGA  were  also  in  attendance. 

April  9,  1990  -  A  meeting  of  the  Forest  Service  Regional  Natural  Resources 
Group  (provides  advice  to  the  Regional  Forester)  discusses  the  CRA  issue  and 
Forest  Service  responsibilities  in  authorizing  such  an  action. 
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April  27,1990  -  SOOGA  updates  its  members  via  newsletter  on  the  status  of  CRA 
negotiations.  They  are  not  pleased  with  the  pace  at  which  the  Forest  Service 
is  moving  on  the  issue.  (See  Tab  "H") 

May  11,  1990  -  The  Wayne  National  Forest  issues  a  decision  memo  stating  its 
intent  to  issue  special  use  permits  (SUP)  as  a  means  of  authorizing  surface 
occupancy  for  wells  where  a  CRA  will  be  issued  by  BLM.  (See  Tab  "I") 

May  30,  1990  -  I  travel  to  Columbus,  Ohio  meet  with  Tom  Tugend  and  Mike 
McCormick  of  the  Ohio  Department  of  Natural  Resources,  Oil  and  Gas  Division  to 
discuss  the  use  of  CRA's  on  Federal  lands  in  Ohio  and  their  interrelationship 
with  State  requirements.   The  subject  of  bonding  was  discussed  at  length. 

May  31,  1990  -  I  meet  with  SOOGA  representatives  to  go  over  the  proposed  CRA 
item  by  item  to  ensure  a  complete  understanding  of  the  CRA  terms. 

June  12,  1990  -  SOOGA  representatives  travel  to  Washington,  D.C.  to  meet  with 
their  Congressmen,  Forest  Service  WO  Minerals  Staff,  and  the  BLM  State 
Director,  Eastern  States  Office  to  voice  their  support  of  the  use  of  CRA's  and 
to  encourage  its  quick  implementation. 

June  21,1990  -  The  Forest  Service  notifies  operator  of  the  first  eligible 
mineral  reversion  of  the  procedure  for  obtaining  a  SUP. 

July  10,1990  -  BLM  Eastern  States  Office  sends  proposed  CRA  to  operator  of  the 
first  eligible  mineral  reversion. 

August  29,  1990  -  The  Forest  Service  sends  notice  to  the  operators  of  20  wells 
where  mineral  rights  will  revert  in  1991,  of  the  CRA/SUP  option. 

September  20,  1990  -  My  work  with  the  CRA  issue  is  recognized  with  a  Special 
Achievement  Award  from  the  Acting  State  Director. 

September  21,1990  -  The  Milwaukee  District  Office  transmits  a  copy  of  the  CRA 
form  developed  for  mineral  reversions  to  the  operators  identified  by  the 
Forest  Service  as  having  wells  on  minerals  that  will  revert  in  1991. 

October  11,  1990  -  The  first  "restricted"  CRA  is  approved  by  BLM  Eastern 
States  Office.  (See  Tab  "J") 

SUMMARY 

Developed  mineral  reversions  represent  one  of  the  many  unique  and  legally 
complex  situations  that  are  frequently  encountered  in  Federal  minerals 
management.   Unfortunately,  this  particular  situation  was  not  the  source  of 
any  significant  royalty  revenues  for  the  United  States  and  was  a  relatively 
isolated  problem  that  didn't  command  much  attention  on  a  Bureau-wide  level. 
The  issue  had  all  but  fallen  between  policy  and  procedural  "cracks"  and  would 
have  cost  BLM  far  more  to  administer  than  would  ever  be  recouped  in 
royalties.   However,  by  selecting  this  issue  as  my  Management  &  Leadership 
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Workshop  project,  I  devoted  more  time  to  the  matter  than  would  normally  be 
allotted  to  such  low  priority  work.   By  doing  so,  I  was  able  to  carefully 
analyze  the  circumstances  and  offer  an  economical  alternative  which  had  been 
overlooked.   I  have  proposed  a  compromise  that  addresses  concerns  of  the 
affected  operators  and  the  Forest  Service  while  still  preserving  the 
integrity  of  BLM's  mandate  to  efficiently  manage  mineral  resources. 

"Restricted"  Compensatory  Royalty  Agreements  will  be  used  in  Eastern  States  as 
the  administrative  means  to  resolve  the  many  problems  associated  with 
developed  mineral  reversions.   It  may  not  be  the  perfect  solution  to  the 
problem,  but  it  represents  a  proactive  approach  to  minerals  management  and  a 
willingness  of  BLM  managers  to  employ  innovation,  even  with  some  degree  of 
risk. 
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Attachments 


United  States  Department  of  the  Interior 


Pf90€M 
AA^nCA 


BUREAU  OF  L.\ND  MANAGEMENT 

EASTERN  STATES  OFFICE 

350  SOUTH  PICKETT  STREET 

ALEXANDRIA.  \TRC1NTA  22304 


IN  Rf.l-l  V 
REFUR  TO; 


3100(972)A05 
OHES  0A1969 


Mr.  Carl  Heinrich 
Greenbrier  Energy,  Inc 
Box  305 
Reno,  Ohio  45773 

Dear  Mr.  Heinrich: 


nor   9  1890 


Enclosed  is  one  approved  copy  of  a  compensatory  royalty  agreement  involving  a 
20  acre  production  unit  containing  the  Wallace  #1  Well.   Said  production  unit, 
located  in  Section  14,  Washington  Township,  Monroe  County,  Ohio,  is  part  of  a 
62.32  acre  tract  in  which  the  mineral  rights  reverted  to  the  United  States  on 
July  1,  1990.   This  agreement  is  effective  July  1,  1990  and  has  been 
designated  as  Compensatory  Royalty  Agreement  OHES  041969. 


The  agreement  provides  for  monies  to  be  paid  to  the  United  States  by 
Greenbriar  Energy,  Incorporated,  as  compensatory  royalty  in  lieu  of  leasing 
the  said  20  acre  Federal  tract.   As  defined  in  Article  II  of  the  agreement, 
this  compensatory  royalty  agreement  provides  for  payment  of  12.5  percent 
royalty  of  the  production  removed  or  sold  from  the  subject  area. 

As  per  the  terms  of  Article  III  of  the  compensatory  royalty  agreement,  please 
furnish  evidence  of  the  following  if  you  have  not  already  done  so; 

a.)  Well  ownership  and/or  registration  with  the  appropriate  state 
authority  for  all  wells  that  presently  exist  within  the 
agreement  area. 

b.)  Bonding  with  the  appropriate  state  authority. 

c.)  Well  completion  records  for  the  subject  well.   (A  copy  of 
Well  completion  Report  Form  3160-4  is  enclosed  for  your 
convenience. 

If  you  should  have  any  questions,  please  contact  Arney  Smits  at 
(703)  461-1336. 

Sincerely, 


Stuart  Carlson 
Deputy  State  Director, 
Mineral  Resources 
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2  Enclosures 

1.  Agreement  OHES  041969 
.2._  Form  3160-4 
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COMPENSATORY  ROYALTY  AGREEMENT 
No.   OHKS  041969 

This  Agreement  made  and  entered  into  this  20th  day  of  Jiine,  1990,  by  and  between 
the  United  States  of  America,  through  the  Secretary  of  the  Interior,  or  his 
designated  representative,  hereinafter  called  "United  States",  and  Greenbriar 
Energy,    Incorporated,     hereinafter  called  "Operator". 

WITNESSETH: 

^nTiERLAS.    through  a  mineral   reversion  effective  July   1,    1990,    the  United  States 
will    acquired    a    one    hundred    percent    (100%)    mineral    interest    in    the    lands 
...described  in  Exhibit   "A",    attached  to  and  made  part  hereof. 

■ -'.  WHEREAS,    Operator    certifies    that    he/she    is    presently   possesses    the    right    to 

occupy  the  subject  mineral  estate  by  virtue  of  a  lease  between  Everett  and  Mary 

Wallace    and    Strata    Petroleum,    Incorporated    entered    into    on    June    2,    1930    and 

recorded   at  Volrjce    116;    Page   663  of  the  Monroe   County  Records,    and   subsequent 

.-;  ,:        assignnients  thereof. 

WHEREAS,  Operator  certifies  that  he/she  is  the  legal  owner  of  the  Wallace  ^1 
Weil  (API  ^34-111-22113)  and  is  located  on  the  20-acre  spacing  unit  described 
in  Sj±iibit   "B" ,    attached  to  and  made  a  part  hereof. 

WHEREAS,  said  lease  contains  a  well  capable  of  producing  in  paying  quantities 
that  was  drilled  under  the  authority  of  the  private  lease  issued  after  the  date 
the  United  States  acquired  its  future  mineral  interest  in  the  subject  lands  but 
prior  to  the  date  of  reversion. 

I'^EFiEAS,  the  term  of  the  involved  pi-ivate  lease  will  expire  upon  the  date  of 
vesting  to  the  United  States. 

^•iHEREAS,  the  United  States  has  determined  that  it  would  be  in  the  public's 
interest  to  enter  into  a  compensatory  royalty  agreement  as  authorised  by  30 
U.3.C.    226.      Said  agreement  shall   cover  the   lands  described   in  Exjiibit   "A"    . 

NOW,  THEREFO?_E,  in  consideration  of  the  said  premises  and  covenants  and 
Agreements  hereinafter  contained,  and  of  the  comj-ensation  to  be  paid  the  United 
States  by  the  Or-erator,  as  hereinafter  provided,  it  is  exf-'rcstiy  ■.uider  stood  and 
agreed  by  and  between  the  United  States  and  the  Op'erator,    as   follows: 

i£IEili  '    '  ■■■"                             AtTlCLS  H 

Tais  .Agreeien:  grists  to  'le  Optrator,  ihe  exclusive  rigU  to  extract,  Op^erator  will  pay  tbe  United  States  $60.00,  representing  ccipensation 

reacve  and  disp-cce  of  ail  t:e  :ii  aid  ^as  (eicept  leliui)  in  the  .           for  the  estiiated  borus  the  United  States  eould  have  received  on  said 

iruiir.g  unit  oescriDea  in  ticirat  's"   logm-.t  siin  iLs  I'i^^^,  m  •           iO  acres  taa  ihe  20-acre  iraci  oera  ^easju  coti^ct'ti^tl,.  Ilcjicnjcg.ith 

saintain  Eecessary  ijproveEents  thereupoD  for  as  long  as  this  AgreeitEt  ,           the  date  of  lineral  reversion,  Operator  sili  pay  qnarlerly  to  the  United 

rejains  in  force  and  effect.     The  riehts  granted  are  subject  to  States  a  royalty  of  12.51  on  production  reioved  or  sold  frci  the  subject 

applicable   lass,   tee  teres  and  conditions  of  this  Agreeaett,   the  area.    Royalties  shall  be  due  and  payable  on  the  last  day  of  the  aonth 

Secretaries  of  the  Interior's  and  Agriculture's  regulations  and  ferial  follcsing  the  quarter  in  shich  production  occurred.   Sack  payient  shall 

orders  in  effect  as  of  the  date  of  this  Agreeaect,  and  to  regulations  be  acccipanied  ly  the  stateient  of  oil  and  gas  produced,  saved  and 

and  forial  orders  hereafter  p.'CEulgated  when  cot  inconsistent  with  the  jarketed  during  the  period  for  shich  payient  is  tade.    All  payients 

rights  granted  or  ipecific  previsions  of  this  Agreesent.  shall  be  sade  by  check  drasn  to  the  order  of  the  Hinerals  Kanagesent 

Senrice,  P.O.  Box  25165,  Denver,  (k)lorado  80225. 
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HiLiiui  rojaltj  in  the  aiouut  of  $2. CO  per  acre  or  MO  sfcall  be  payable 
at  tbe  end  of  eacb  year  follosicg  tbe  date  of  tbis  Agreeienl  sloald 
actual  production  royalties  aio-iiit  to  less  tbao  this  predeteriined 
valoe.  Ibis  liniBui  royalty  say  be  saived,  suspended,  or  reduced,  and 
lbs  above  royalty  rates  lay  be  reduced,  for  all  or  portions  of  this 
agreement  if  the  Secretary  deteriines  that  sach  action  is  necessary  to 
encourage  tbe  greatest  ultiiate  recovery  of  tie  resources. 

in  interest  charge  shall  be  assessed  on  late  royalty  paytents  or 
usderpayients  in  accordince  siih  the  ieceral  Oil  and  Gas  Ecyalty 
Kanageient  Act  of  1332  [mm  (30  U.S.C.  1;01).  Operator  shall  be 
liable  for  royalty  payeents  on  oil  and  gas  lest  or  wasted  froi  the 
subject  lands  when  such  loss  cr  vaste  is  due  to  negligence  en  the  part 
of  the  operator,  or  due  to  the  failure  to  ccsply  sitb  any  nle, 
regulation,  order,  or  citation  applicable  to  this  agreeiect.  This 
agreejent  also  binds  the  operator  to  ail  recuiresents  of  the  literals 
ilanageBent  Service  that  relate  to  the  valuation,  reporting  and 
accounting  of  Federal  production  and  royalties. 


II 


The  operator  hereby  agrees  lo  furnish  the  Bureau  of  Land  iSanageient 
Eastern  States  Office  (ESO)  evidence  of  the  follcBiig: 

a.)  Sell  ownership  and/or  registration  with  the 
appropriate  state  authority  for  all  sells  that 
presently  exist  within  the  agreeienl  area; 


title  and  interest  owned  or  claiied  ty  tbe  parties  hereto  in  and  to  nj 
other  land. 

A8T1CJ  Yl 
Operator  shall  keep  open  at  all  reasonable  tiies  for  inspection  and 
audit  by  any  authorized  officer  of  the  I'nited  States,  the  subject 
preaises  and  all  wells,  iBproveBenis,  lachinery,  and  fixtures  thereon, 
and  all  bocis.  accounts,  aaps,  and  records  relative  to  operation, 
surveys,  or  investigations  on  or  in  the  lands  subject  to  this  Agreeien;. 
Operator  shall  aiintain  copies  ci  ail  contracts,  sales  agreeses'.s, 
accounting  records,  and  dccuientation  such  as  billings,  invoices,  cr 
siiilar  docuientation  that  supports  costs  claiied  as  lanufacturing, 
preparation,  and/or  transportation  costs.  All  such  records  shall  be 
Eaintained  by  the  operator  for  6  years  after  they  are  generated.  .*.t 
such  tites  and  in  such  fom  as  the  'Jnited  states  lay  prescribe,  :he 
operator  shall  furnish  copies  of  relative  inforEation  when  required. 

AJ^TlCli  711 

Tcis  Agreeaent  shall  becose  ef:ec:ive  July  1,  1950  and  shall  continue 
in  full  force  and  effect  so  long  as  said  Agreeienl  contains  a  well 
capable  of  producing  in  paying  quantities  im  use  of  the  surface  is 
authorized  by  a  Special  Use  Fersit  executed  by  the  Secretary  of 
Agriculture.  It  is  expressly  understood  by  the  Operator  that  both  of 
these  conditions  Bust  be  let  in  order  for  continued  of>eration  of  the 
subject  well. 


b.)  Bonding  with  the  appropriate  state  authority; 
c.)  Uell  coapletion  records  for  the  subject  wells. 


If  the  wellls)  is  not  registe.-ed,  persitted  or  bended  with  the  State, 
the  operator  agrees  to  ccsply  with  all  necessary  re^uireients  to  do  so. 
The  L'nited  States  reserves  the  right  to  subject  o--erations  under  thi« 
Agreeaent  to  Federal  bonding  reiuli'.ions  [45  CFt  3104)  if  necessary  to 
protect  the  public's  interest. 


Aii-iCLJ  IV  ■ 
Operator  shall  exercise  reasonable  diligence  in  the  conduct  of 
operations  authorized  by  this  Agreeaent,  and  shall  prevent  unnecessary 
daaage  to,  loss  of,  or  waste  of  Federal  resources.  ?he  "nited  States 
reserves  the  right  to  require  op-erator  to  subscribe  to  a  unit  plan, 
within  30  days  of  notice,  if  deeied  necessary  for  conservation  of 
resources  within  the  AgrerEent  area.  Operator  shell  taie  necessary 
action  to  protect  iands  subject  to  this  Agreeaent  froa  arainage  or  pay 
coipecsatory  royalty  for  drainage  in  aiount  deterained  by  the  United 
States. 

ASTICLE  7 
[hiring  the  life  of  this  Agreeient  the  United  States  will  not  issue  any 
oil  and  gas  leases  covering  the  drilling  unit  described  in  Exhibit  "B". 
This  agreeient  applies  to  only  the  drilling  unit  described  in  Exhibit 
"B'  and  is  not  to  be  construed  as  affecting  in  any  tanner  any  right, 


ARTICLE  yiil 

Tne  United  States  will  not  acquire  by  this  Agreesent  any  right  or 
authority  to  rupervise  or  control  the  production  or  aarketing  of  oil  and 
gas  froa  said  tract,  the  full  >:wer  of  sanagefient,  supervision  and 
control  of  Op^eralor's  business  reaaining  in  Ct-erator. 


If  the  operator  fails  to  coaply  with  any  prevision  of  this  Agreetent. 
and  the  nonccapliance  continues  for  30  days  after  written  notice 
thereof,  the  united  States  sbai:  -ave  the  right  and  privilege  to  ■.'ancei 
and  terainate  this  .'greeient. 

The  Operator  shall  file  m  .  -^h  the  Bureau  of  Land  IJanageaent- 
Eostern  States  Office  (EL!!-ESO)  any  coSi;.  "'t  or  other  transfer  of  an 
interest  in  ibis  Agreetent.  This  Agreenfnt  &..  "'  of  its  provisions 
hiaii  be  binding  up-C'D  and  extend  to  t:e  neirs,  adiin:s;rauri, 
executors,  personal  representatives,  successors  and  assigns  of  the 
parties  hereto.  Operator  lay  relinquish  this  Agreeaent  or  any  legal 
subdivision  by  filing  with  BLil-lSC  a  written  relinquishaent,  which  snail 
be  effective  as  of  the  date  of  filing,  subject  to  the  continued 
obligation  of  the  Operator  and/or  surety  to  pay  ail  accrued  royalties 
and  ainiaua  royalties. 


1..-  5<.  .1,.    r^- 
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At  such  tiles  as  all  or  portions  of  land  in  this  iireeient  are  returned 
to  the  United  States,  the  Operator  shall  place  affected  sells  in 
condition  for  suspension  or  abandoment,  reclaii  the  land  as  specified 
by  the  United  States  and,  within  a  reasonable  p-eriod  of  tiae,  reicve 
equipiect  and  ijproveients  not  deeied  necessary  by  the  United  States  fcr 
preservoticn  of  prodccible  sells. 


Bondiscriiination:  in  connection  vith  the  perforiance  or  sork  under 
this  agreesent,  the  Operator  agrees  to  coapiy  with  all  of  the  provisions 
of  Section  202  (1)  to  (7)  inclusive,  or  hecative  Order  11246  (30  F.J. 
12319),  ahich  are  hereby  incorporated  by  reference  herein.  . 


AkTICLj  lill 
It  is  also  further  agreed  that  no  seiber  of,  or  delegate  to  Congress, 
or  Resident  Coiaissioner,  after  his  election  or  appointaent,  or  either 
before  or  after  he  has  qualified  and  during  his  continuance  in  office, 
and  that  no  officer,  agent  or  eiplcyee  of  the  DepartBent  of  the  Interior 
shall  be  adjitted  to  any  share  or  part  in  this  Agreeiect  or  derive  any 
benefit  that  aay  arise  therefroi,  and  the  provisions  of  Section  3741  of 
the  Revised  Statutes  of  the  United  States,  as  asended  (41  U.S.C.  22), 
and  Sections  431,  432,  and  433,  Title  18,  U.S.  Code,  rehting  to 
contracts,  enter  into  and  fori  a  part  vi  this  agreeeent  so  far  as  the 
saee  aay  be  applicable. 


:2S^*;Si^!iS^^i8iifi^^i;^iS#T%^ 
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IN  WITOESS  thereof.  Operator  has  caused  these  presents  to  be  executed  in  its 
corporate  name  by  its  proper  officials  hereunto  duly  authorized;  and  the  United 
States  has  caused  these  presents  to  be  executed  by  its  Secretary  of  the  Interior 
or  his  designated  representative,  all  on  the  day  and  year  first  above  written. 


BUREAU  OF  LAND  MANAGEMENT 
UNITED  STATES  DEPARTMENT  OF 


:HE  INTERIOR 


OPERA' 


l^nlHo 


DATE 


DATE 


,i:r;!,.'fii:i 


Sma'Zi,j;:^-.^^7:i^^  v"?frf:aifeaAt;irfte>to:j 


ilrt»^^*«l^1lllAh>^nhfir^?tlV?llgyfefc'nA^r^l»A>^^ 


IN  R«PLY  REFER  TO: 

1400-451  . 


TAKE' 
PRDEM 


United  States  Department  of  the  Interior   amboca' 


BUREAU  OF  LAND  MANAGEMENT 

EASTERN  STATES  OFFICE 

350  SOUTH  PICKETT  STREET 

ALEXANDRIA.  VIRGINIA  22304 

SEP  2  0  1880 


Mr.  Timothy  F.  Abing 
Bureau  of  Land  Management 
Milwaukee  District  Office 
Milwaukee,  Wisconsin  53201 

Dear  Tim: 

It  is  a  pleasure  to  present  this  Special  Achievement  Award  to  you  in 
recognition  of  your  outstanding  effort  with  respect  to  the  use  of 
compensatory  royalty  agreements  as  a  means  of  resolving  the  Bureau's  problem 
with  respect  to  administering   reverting  oil  and  gas  rights  which  are  in 
production. 

The  "restricted"  compensatory  agreement  approach  to  resolving  this  problem 
was  an  idea  of  yours  to  which  you  committed  a  great  deal  of  professional 
thought  and  personal  time.  You  pursued  this  effort  at  times  in  spite  of 
opposition  from  other  agencies,  the  oil  and  gas  industry,  the  Bureau  itself 
and  Congressional  intervention. 

Your  efforts  to  facilitate  the  development  of  this  idea  by  coordinating 
agency-industry  meetings,  conducting  briefings  of  Bureau  and  Congressional 
representatives  and  developing  the  forms  and  format  for  the  agreements  with 
the  Forest  Service  and  industry  have  resulted  in  model  agreements  that  can  be 
used  nationwide.  Your  efforts  have  also  resulted  in  an  approach  which  1) 
encourages  maximum  economic  recovery  of  the  oil  and  gas  resource,  2) 
minimizes  administrative  costs  to  the  government,  3)  recovers  the  maximum 
monetary  yield  to  the  United  States,  4)  preserves  the  intent  of  the  Mineral 
Leasing  Act(s),  and  5)  is  the  best  public  interest  with  respect  to  both 
resource  conservation  and  efficiency  in  government. 

Your  individual  effort  and  time  spent  is  an  excellent  example  of  your 
professional  commitment  to  good  resource  management  and  effective  management 
of  the  mineral  resources.  Your  efforts  in  this  regard  will  directly  benefit 
the  Bureau  and  ensure  future  program  integrity  and  cooperation, 

I  congratulate  you  on  this  award  which  recognizes  your  outstanding 
contribution  to  the  Milwaukee  District,  Eastern  States  and  the  Bureau  of  Land 
Management.  A  copy  of  this  letter  will  be  placed  in  your  official  personnel 
file. 


n^ 


u<r^ 


I 


Sincerely, 


Acting  State  Director 


cc:0FF 


3iOO 


Srn'**^   r-evalo?5Msnt   Coarjcny  SEP  t  1    ]390 

?o«ur«    I,    ?ox   "71 
•^iBrl-jttia,    r^hlc^      4575-5 

In   folic^^-ap  to  tn«   *'4^'ist   29,    i3?0    l4)-;tflr   you   received   iroQ   th<»   Forest. 

l^-aff»«rvisor  of  t-hn  yjtyv*   ?^tional    i'tires*:,    wo  vl&h    to   provida   you  vttS   farther 

(CP.A)   to  y*fiar  well  (5)    iocatad  on  ssir.cral   right*    tnat  vUl   ravert  to  th«   Ihsit^d 
5tat«a«      2SnclojB«d  i«  a  C007  o?  a.  t>ro;>^B'j4  CKft.  for  yavjr   rcrl«',*  an<i  '^se   shoaiJ 
7CU  decido  to  «x*rotao  this  option. 

'^'nifi  3ltiBtioi!i   is^the  result  of  yo-jr   I-j^-^e  t>oiOv   iBcoa^?  Aft.qr   t.he  Fad^rnl 
Cov«rn>4«nt  4t^Ta.ir«i!   Its   fntur«    Interest..      L«9>ttiy,   your   l^^asta  ri^/hta  aK;>iriiJ  on 
thft  <i4t^   tS«  sirj«sraJ.8   r«^y«rt    to   the    C-flit«d   Stfttes.      ♦>«c«u»«  of  t^£«  unisju* 
sittiAtl'm  7>reaeat«1  b7  'jaln^rftl   re^^ipraione   that   coctain   oil  an^  cjiss  w«ll8 
^ro-'uc*  nn   at   r^^lAtlvely    Iot*   rtte»s,    thy    "riMr-wau   ot   T>aad  ?;4nftc7<:j=!=*Gt    iBL'^)   has 
'3st*rsiln«-5  th*Jt    tt   votilfi  bfl   i\i   t^«   nuSlic   If»t«»rest   to  offer  carr<snt  op«ratOT^ 
of    i-*i-3   s'^-lla    t^«    :?ptlna    t-"v» 

i.        roctlno*;  to  Tf'^n  and  ofi^'j-^tci   c-.iptiaj  pr^.'^'Juci^-^  vftlls  oa  tii«  ainifc-jisi 

?.         Off^r  th->   oritur*?   acrcft'T^   of    th«s   orlvjin«'    l«affc    to  th»   highest   bl!i'>»T  At 
th«  noxt  »c^ed'jl«i-3    l»e!?»4   aal^. 

The  first  option  woui^  rcq^iire  yo^j   ta  dtcr   Into  a  C«i^  ^'ttn  tho  »il.l  and  obtain 
4   Special    ftia   P^rait    (StJP)    frcwk  t^-*   yoreat   Service   for  «faeh   InroXv^d  i#«ll. 
Th*t  resvalnln^  scr-ftaTa  of  th«  original    l«&8a  wouid  tli«n  r«j  off«rad  to  tiJ« 
hiir>ost  >»l!3>ler  at  tha  nart   sch^dulft^l   F«d«ral    loaso   ««!»• 

Tn-^^sr   tUo  siifO'il  option,    jou  •-•ouXd  have   to  slrat-is   your  veil  (a  >   uatll   ths 
«cr<»a';''S   !<•   lisasai  to  th»   hjg>ie!st  blds^tsr  ivt   tha  a«xt   ftchOv*uiad   r«d»rai   i«ac« 
a4\«.       It    t«    irsjort^arit.   to   not**   h«ra   t^3.c    if   yo'i  an*   not   tba  «'3eo<ja*fnl    i>i<:5dor 
f<-ir   the   l«as««   the  n«?w   le^s***   d-^^tt  !>jt   Acr^lra  ^ny   int«r«st  in  your   lean* 
t r^rov»3«ntii    Q««.   wall    *r!d  piro:7^ctlor»  »-r«i5ie.iaat ) .      Ho»'»vcr#    *c»u  wovlJ  than 
h^^vts    tr>  either   aoil    yotir    I«ar4    lt?iirov«-'^e-nt'e   to   the   H'^jv   Ie3a,'««»   oljtaia   th^ 
rt<3\t   t<-»  :>rodoc4   the   ioiaa   frcvs.   ch«  n^^w   lMitso<i»«    or   r&::5or<»   yrnir   iiii>r.';ven5onta 
fro^a   the   l**i»«.i  Are«*      In  *ny   cveafc,    you  «ri^   stili    ulti»at«ly  rc»;»or.»i*,l»   for 
riro!>«r    nla7ittr),^   ^r;r!   a?winrk>nrr!«r»t    nf    th*    Jf,volv<>4   vail«,    ut>I«9a    iirr«n9«r^nta    are 
■aii<t«   to  r>ro;>f?rly  tr«n<«f«>r   thlrs   rasponBlr>lIlty  to   artotr.er   3  e6«««/cperittof . 


Tia^r.xty    ft,nt^    Director    for    rlr>«<ifll    fl«ss\irci»s 
flsstftrrs   5t*t<?s   0*fi-.-:9 

The  r>ror«?»sLn<7  of  a   CR\  wiH    also  fwr^cir*  aaL-islcaioa  of   t-fia   foilcwinf 
«'4pportin7  aocm^sA  Titration  J 

1,  A  TJtp  Of    l<fc.*'    ;1e«?'';rtphiofi   oJ   trt*)  f.*ri.;;i.rj«l    l*jas8  ^reaj 

2»  A  !xa-^   or-   ei;r««^7    plat   sri''>?»io^  tb«  wf»j  1    locatiorj; 

3.  '^•e-<.-!««nc.e   o^   w**!!    'rvnors^tlif/reylstrAtion   with   tr.c   T-tat^   of   chioj 

4«  Pvi^Qt-jce  of    h>r-rj-<i.nc  vlt'fi    tnft   «I/^   or   -5te»t:fl    r»f    Onio; 

5.  ''rtl.!    co?-ipl'itit>*<    ir.forr;etlon    foi*   -aJf tficceJi  -rfelKis}/ 

Krxicl^   11   of   thfi  Cr;.^  CAila    f'^^r   njvj^Rtnt   of  ^   >vonus   hi^   rx>  th«   l?nit«<1   .'>t.At«s 

tr^ict  i«ir«  coc;j^>«titi vsiy  laAarsd.      Vsa  p^*tr  «cr*  v«lue  la   <5«torr&in«»4  o**  a  cas* 
hT  ca«!<»  Sinis   uain^  rel«v*nt    I«t\'ln!an  puhllcfitiuna »    loc^I   a»rk«t   con^itio'-vflr, 
an i   carr«.nt    cons-.tsrar   ;^rice    iridox    i;;:if'>r£»*t.io'>»      7'h<ft    nialau'R  aoc*i?-tAl>I«   vj»iu«    ia 
^J^GC'  par  acre.      Y«u  r?n'/  Jtu-g^iTest  «   ?»nu»  bid,   but  >,»«  T>rapar«pl  to  sjp^rt  yoar 

fi^jurts   fts    'snjfo^str-i   bids   vLil    ■>«    ln'3)&|iend®nt-ly   corrocaorjitotS. 

If  5-^»a  N«v«5  any    *^iir.a*ion»   reuar  Hr>3  f^.is  e«tt«sr/    plfl«a«9   contact   Tta   '.bin^^  at 
(<I<)    297-443??. 


(ORG.  SGD.)  CHRIS  E.  HANSON 

A95I  stint    vifltrict    'larMCijr 


Cnalosurft 


cc:  A.  Salts  (972) 

Linda  Sislth.  USDA-FS  -  Bedford,  IN 
030:TAbla8:jdh: 9/20/90:631  ID 


The  following  operators  received  the  same  letter; 


Mr.  Dave  Swelley 
Quaker  State  Corporation 
1226  Putnam  Howe  Drive 
Belpre,  Ohio  45714 


Kenoil 

7945  Shreve  Road 

Shreve,  Ohio   44676 


Carl  Poston 

C/0  Poston  Operating  Company 

P.O.  Box  367 

Ashley,  Ohio  43003 


A  &  R  Energy,  Incorporated 

P.O.  Box  15585 

Pittsburgh,  Pennsylvania   15244 


Oxford  Oil  Company 
4900  Boggs  Road 
Zanesville,  Ohio   43701 


Western  Resources,  Incorporated 
1300  North  17  Street,  Suite  1400 
Rosslyn,  Virginia   22209 


Ross  Partnership 

Box  1030 

Toledo,  Ohio  43697 


Tri-Sands  Petroleum  Group,  Incorporated 
4041  University  Drive,  Suite  301 
Fairfax,  Virginia   22030 


Halwell  Limited  Partnership 
423  Second  Street 
Marietta,  Ohio  45750 


Greenbrier  Energy,  Incorporated 

Box  305 

Reno,  Ohio   457  73 


COMPENSATORY  ROYALTY  AGREEtlE«T 
No. 


(For  BLiI  Use  Only) 


This  Aer-eement  made  and  entered  into  this 


day  Oj 


19 


by 


and  between  the  United  States  of  America,  through  the  Secr-etary  of  the  Interior, 
or  his  desigriated  representative,  hereinafter  called  "United  States",  and 
,   hereinafter  called  "Operator". 

WITNESSETH: 


WHEREAS,  through  a  mineral  reversion  effective  ,  the  United  States  has 

acquired  a  one  hvjndred  x^ercent  (100%)  mineral  interest  in  the  lands  described 
in  Exhibit  "A",  attached  to  and  made  part  hereof. 

WHEREAS,  Oi>erator  certifies  that  he/she  is  presently  p-cssesses  the  right  to 

occupy  the  subject  mineral  estate  by  virtue  of  a  lease  between  

and entered  into  on and  recorded  at  Volume ; 

Page 


of  the 


Countv  Records , 


WHEREAS,  Operator  certifies  that  he/she  is  the  owner  of  the  

Well  completed  in  the Formation  and  is  located  on  the  - 

acre  spacing  unit  described  in  Exhibit  "B",  attached  to  and  made  a  part  hereof. 

WHEREAS,  said  lease  contains  a  well  capable  of  producing  in  paying  quantities 
that  was  drilled  under  the  authority  of  the  private  lease  issued  after  the  date 
the  United  States  acquired  its  future  mineral  interest  in  the  subject  lands  but 
prior  to  the  date  of  reversion. 

WHEREAS,  the  term  of  the  involved  private  lease  will  e>:pire  upon  the  date  of 
vesting  to  the  United  States. 

WHEREAS,  the  United  States  has  determined  that  it  would  be  in  the  public's 
interest  to  enter  into  a  compensatory  royalty  agreement  as  authorized  by  30 
U.S.C.  226.   Said  agreement  shall  cover  the  lands  described  in  Exhibit  "A"  . 

NOW,""  THEREFORE,  in  consideration  of  the  said  premises  and  covenants  and 
Agreements  hereinafter  contained,  and  of  the  comp-ensation  to  be  paid  the  United 
States  by  the  Operator,  as  hereinafter  provided,  it  is  expressly  understood  and 
agreed  by  and  between  the  United  States  and  the  C>p€rator,  as  follows: 


mm  I 

This  Agreeiesl  grants  to  the  Operator,  the  exclusive  right  to  extract, 
reiove  and  dispose  of  all  the  oil  and  gas  (except  heliui)  in  the 
drilling  unit  described  in  Iihibit  1"  together  oilh  the  right  to 
laintaiD  necessary  iiprovetents  thereupon  for  as  lonf  as  this  Agreeient 
reiaits  in  force  and  effect.  The  rights  granted  are  subject  to 
applicable  laws,  the  terts  and  conditions  of  this  Agrecsent,  the 
Secretaries  of  the  Interior's  and  Agriculture's  reg-jlations  and  forial 
orders  in  effect  as  cf  the  date  of  this  Agreeient,  and  to  regulations 
and  forial  orders  hereafter  proiulgated  when  not  inconsistent  with  the 
rights  granted  or  specific  provisions  of  this  Agreeient. 


mm  II 

Operator  sill  pay  the  United  States  $ ,  representing  coipensation 

for  the  estiiated  bonus  the  United  States  would  have  received  on  said 

_  acres  had  the -acre  tract  been  leased  coipetitively.  Beginning 

with  the  date  of  lineral  reversion,  Operator  will  pay  quarterly  to  the 
United  States  a  royalty  of  12.51  on  production  reicved  or  sold  froi  the 
subject  area.  Royalties  shall  be  due  and  payable  on  the  last  day  of  the 
lODth  following  the  quarter  in  which  productioa  occurred.  Each  payient 
shall  be  acccipanied  by  the  stateient  of  oil  and  gas  produced,  saved  and 
larketed  during  the  period  for  which  papent  is  lade.  All  payients 
shall  be  lade  by  check  drawn  to  the  order  of  the  Minerals  ttanageient 
Service,  P.O.  Box  25165,  Denver,  (xjlorado  80225. 


HiniiiiB  royalty  in  tbe  iiount  of  $2.00  per  acre  or  $ shall  be  payable 

at  the  end  of  each  year  follosing  the  date  of  this  Agreeient  should 
actual  production  royalties  aiouat  to  less  than  this  predeteriiced 
value,  rnis  liniiui  royalty  say  be  waived,  suspended,  or  reduced,  and 
the  above  royalty  rates  say  be  reduced,  for  all  or  portions  of  this 
agreeaent  if  the  Secretary  detertices  that  such  action  is  necessary  to 
encourage  the  greatest  ultisate  recovery  of  the  resources. 

in  interest  charge  shall  be  assessed  on  late  royalty  payients  or 
underpaynents  in  accordance  sith  the  Federal  Oil  and  Gas  Royalty 
Kanageient  Act  of  1382  (FOGRSA)  (30  U.S.C.  1701).  Operator  shall  be 
liable  for  royalty  payients  on  oil  and  gas  lost  or  sasted  fret  the 
subject  lands  when  such  loss  or  waste  is  doe  to  negligence  on  the  part 
of  the  operator,  or  due  to  the  failure  to  cosply  with  any  rule, 
regulation,  order,  or  citation  applicable  to  this  agreeaent.  This 
agreeient  also  binds  the  operator  to  all  requireeents  of  the  Minerals 
uanageient  Service  that  relate  to  the  valuation,  reporting  and 
accounting  of  Federal  production  and  royalties. 


This  agreeient  applies  lo  only  the  drilling  unit  described  in  Exhibit 
'E"  and  is  not  to  be  construed  as  affecting  in  any  lanner  any  right, 
title  and  interest  owned  or  claiaed  by  the  parties  hereto  in  and  to  any 
other  land. 

AETICLE  YI 
Operator  shall  keep  open  at  all  reasonable  tiies  for  inspection  and 
audit  by  any  authorized  officer  of  the  United  States,  the  subject 
preiises  and  all  wells,  iiproveaents,  lachinery,  and  fixtures  thereon, 
and  all  boots,  accounts,  laps,  and  records  relative  to  operation, 
surveys,  or  investigations  on  or  in  the  lands  subject  to  this  Agreeient. 
Operator  shall  tainiain  copies  of  all  contracts,  sales  agreeients, 
accounting  records,  and  docuientation  such  as  billings,  invoices,  or 
siiilar  docuientation  that  supports  costs  claiied  as  aanufacturing, 
preparation,  and/or  transportation  costs.  All  such  records  shall  be 
Eaintained  by  the  operator  for  6  years  after  they  are  generated.  At 
such  tiies  and  in  such  fors  as  the  United  States  lay  prescribe,  the 
operator  shall  furnish  copies  of  relative  infonation  when  required. 

AaTlCLE  Vll 


ARTICLE  111 
The  operator  hereby  agrees  to  furnish  the  Bureau  of  Land  Uanageient  - 
Kilwauiee  District  Office  (KDO)  evidence  of  the  following: 

a.)  Kell  ownership  and/or  registration  with  the 
appropriate  state  authority  for  all  wells  that 
presently  eiist  within  the  agreeient  area; 

b.)  Bonding  with  the  appropriate  state  authority; 

c.)  Hell  coipletion  records  for  the  subject  wells. 

If  the  well(s)  is  not  registered,  persitted  or  bonded  with  the  State, 
the  operator  agrees  to  cosply  with  all  necessary  requireients  to  do  so. 
The  United  States  reserves  the  right  to  subject  operations  under  this 
Agreeient  to  Federal  bonding  regulations  (43  CFE  3104)  if  necessary  to 


m   Agreeient  shall  becoae  effective 


and 


protect  the  public's  interest. 


ARTICLE  IV 
Operator  shall  exercise  reasonable  diligence  in  the  conduct  of 
operations  authorized  by  this  Agreeient,  and  shall  prevent  unnecessary 
daiage  to,  loss  of,  or  waste  of  Federal  resources.  The  United  States 
reserves  the  right  to  require  operator  to  subscribe  to  a  unit  plan, 
Bithin  30  days  of  notice,  if  deeied  necessary  for  conservation  of 
resources  within  the  Agreeient  area.  Operator  shall  take  necessary 
action  to  protect  lands  subject  to  this  Agreement  froi  drainage  or  pay 
coapensatory  royalty  for  drainage  in  aiount  deterained  by  the  United 
States. 

A8T1CLI  1 
During  the  life  of  this  Agreeaent  the  United  States  will  not  issue  any 
oil  and  gas  leases  covering  the  drilling  unit  described  in  Eiiibit  'B". 


shall  continue  in  full  force  and  effect  so  long  as  said  Agreeient 
contains  a  well  capable  of  producing  in  paying  quantities  and  use  of  the 
surface  is  authorized  by  a  Special  Use  Perait  executed  by  the  Secretary 
of  Agriculture.  It  is  expressly  understood  by  the  [operator  that  both 
of  these  conditions  east  be  aet  in  order  for  continued  operation  of  the 
subject  well. 

ARTICLE  VIII 

The  United  States  will  not  acquire  by  this  Agreeaent  any  right  or 
authority  to  supervise  or  control  the  production  or  larketing  of  oil  and 
gas  froa  said  tract,  the  full  power  of  aanageaent,  supervision  and 
control  0!  Operator's  business  reaaining  in  Operator. 


AETICLE  IK 
If  the  operator  fails  to  ccaply  with  any  provision  of  this  Agreeaent, 
and  the  noncoapliance  continues  for  30  days  after  written  notice 
thereof,  the  United  States  stall  have  the  right  and  privilege  to  cancel 
and  teriinate  this  Agreeaent. 

fne  Operator  shall  file  in  advance  with  the  Bureau  of  Land  Hanageaent- 
lastern  States  Office  (BLB-ESO)  any  assignaent  or  other  transfer  of  an 
interest  in  this  Agreeaent.  This  Agreeaent  and  all  of  its  provisions 
shall  be  binding  upon  and  extend  to  the  heirs,  adiinistrators, 
executors,  personal  representatives,  successors  and  assigns  of  the 
parties  hereto.  Oj-erator  lay  relinquish  this  Agreeaent  or  any  legal 
subdivision  by  filing  with  BLM-ISO  a  written  relinquishaent,  which  shall 
be  effective  as  of  the  date  of  filing,  subject  to  the  continued 
obligation  of  the  Operator  and/or  surety  to  pay  all  accrued  royalties 
and  ainiaua  royalties. 


At  E'jch  tiies  as  aii  or  portions  ci  land  ic  this  Agretieti  are  rettirned  JKlICL^  llll 

to  the  licited  States,  the  Operator  shall  place  affected  wells   ic 

condition  for  suspension  cr  abando'osent.  reciaii  the  land  as  specified  Koidiscriiinaticn:     in  c3::.e:tion  sith  the  perforiacce  or  work  under 

by  the  United  States  and.  sithin  a  reasonable  period  of  tiie.  reiove  this  agreetent,  the  Operator  agrees  tc  cjipiy  sith  all  of  the  previsions 

eqiiipjent  and  iiproveients  not  deeEed  necessary  by  the  United  States  for  of  Section  202  il)  to  ( '!  inclusive,  or  Eiecntive  Order  11246  (30  F.R. 

preservation  of  producible  wells.  123131,  which  are  hereby  incorporated  by  reference  herein. 

iSTiCLE  In 
It  is  also  further  agreed  that  no  tether  of.  or  delegate  to  Congress, 
or  Resident  Cotiissioner,  after  his  election  or  appointsent,  or  either 
before  or  after  he  has  qualified  and  during  his  continuance  in  office, 
and  that  no  officer,  agent  or  etpioyee  of  the  Departient  of  the  Interior 
shall  be  adiitted  to  any  share  or  part  in  this  igreetent  or  derive  any 
benefit  that  aay  arise  therefros,  and  the  provisions  of  Section  3741  of 
the  Revised  Statutes  of  the  iicited  States,  as  aiended  (41  U.S.C.  22), 
and  Sections  431,  432,  and  433,  Title  18,  U.S.  Code,  relating  to 
contracts,  enter  into  and  fori  a  part  of  this  agreesent  so  far  as  the 
sate  lay  be  applicable. 


IN  WITNESS  thereof.  Operator  has  caused  these  presents  to  be  executeci  in  its 
corporate  name  by  its  p^roper  officials  herexmto  duly  authorised;  and  the  United 
States  has  caused  these  presents  to  be  executed  by  its  Secretary  of  the  Interior 
or  his  designated   representative,    all   on  the  day  and  year   first  above  written. 


BUREAU  OF  LAl>iD  MAl^AGEMENT  DATE 

UNITED  STATES  DEPARTMENT  OF  THE   INTERIOR 


OPERATOR  DATE 


U ;  1 1 1  e  d  o  I  a  I  e  i; 
tAi'   Department  of 
'K^'   Agriculture 


Foro:a 
Service 


Wayne-Hoosier 

National 

Forest 


6l1  Constitution  Avenue 
Bedford,  IN  ^17^21 
812-275-5987 


Caring  for  the  Land  and  Serving  People 


Braden  Development  Company 
Route  1,  Box  271 
Marietta,  OH  ^5750 


Reply  to:   283O  (2820) 

Date:   August  29,  1990 

ilk    i"'-(^^^        ,(,  ,v,  ,/-'■   ' 


-r 


if. 


CERTITIED  MAIL  #P  il8l  I30  360  -  RETURN  RECEIPT  REQUESTED 


Dear  Sir; 


The  mineral  rights  revert  to  the  United  States  effective  November  8,  1990  on 
a  tract  located  on  the  Wayne  National  Forest  in  Township  2  North,  Range  6 
West,  Section  30,  Washington  County,  Ohio.  Braden  Development  Company  is 
currently  operating  one  well  on  the  Enochs  Lease  which  is  located  on  this 
tract.  Since  the  mineral  rights  will  be  reverting  to  the  United  States,  the 
operator  has  the  option  of  applying  for  a  Compensatory  Royalty  Agreement 
(CRA)  or  subjecting  the  acreage  to  the  competitive  leasing  process.  You 
should  contact  the  Bureau  of  Land  Management  (BLM)  stating  which  option  you 
prefer.  The  address  for  BLM  is: 

Stuart  F .  Carlson 

Deputy  State  Director,  Mineral  Resources 

Bureau  of  Land  Management 

Eastern  States  Office 

350  South  Pickett  Street 

Alexandria,  Virginia  22304 

The  CRA  would  allow  continued  production  of  your  well(s)  but  would  not  allow 
any  new  activity.  The  CRA  applies  to  the  operation  and  maintenance  of  the 
producing  well  only  and  would  be  issued  for  the  minimum  acreage  allowable 
under  State  spacing  requirements  for  chat  particular  well.  The  CRA  is  issued 
by  BLM  and  is  not  valid  unless  authorization  for  surface  occupancy  has  been 
issued  by  the  Forest  Service.  This  authorization  will  be  in  the  form  of  a 
Special  Use  Permit  much  like  the  permit  under  which  you  are  currently 
operating.  The  Forest  Service  must  be  notified  at  least  45  days  prior  to  the 
date  of  reversion  in  order  to  process  a  special  use  permit  and  have  it  signed 
by  all  parties  by  the  reversion  date.  After  the  reversion  date,  continued 
production  of  the  involved  well  without  the  authorization  of  a  Federal  lease 
or  a  CRA  would  be  considered  a  trespass  and  theft  of  Federal  minerals. 
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The  Forest  Service  cannot  consent  to  lease  lands  on  the  Wayne  National  Forest 
until  completion  of  an  Environmental  Impact  Statement  (EIS).  This  EIS  will 
result  in  an  amendment  to  the  Wayne  National  Forest  and  Resource  Management 
Plan.  We  anticipate  completion  of  the  EIS  and  Plan  Amendment  in  the  Spring 
of  1991.  Until  such  time,  we  are  unable  to  consent  to  leasing  federal 
minerals.  Therefore,  if  yoU  wish  to  contine  producing  your  well(s)  you  must 
obtain  both  a  CRA  and  Special  Use  Permit. 

If  you  have  any  questions  concerning  this  process,  please  contact  Linda  Smith 
of  my  staff. 

Sincerely, 


Francis  J.  Voytas 
Forest  Supervisor 


cc:  District  Unit 

BLM  -  Mlw.  Dist.  -  Tim  Abing 
D.Harrell 

LSMITH:dsh  •       • 
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Carl  Helnrich,  President 
Greenbrier  Energy,  Incorporated 
Box  305 
Reno,  Ohio  45773 

Dear  Mr.  Heinrich: 


JUL  1  0  1930 


A  number  of  legal  and  environmental  issues  have  required  us  to  substantially 
modify  the  proposed  Compensatory  Royalty  Agreement  (CRA)  that  was  sent  to  you 
on  February  2,  1990.   That  original  agreement  is  now  replaced  with  the 
attached  C&A  which  incorporates  additional  conditions  necessitated  by  current 
mineral  and  environmental  law. 

As  you  are  aware,  the  most  significant  change  la  due  to  the  Forest  Service's 
decision  to  not  consent  to  any  leasing  until  a  major  amendment  to  their  Forest 
Plan  addressing  reverting  minerals  is  completed.   However,  they  acknowledge 
that  the  environmental  impacts  of  existing  wells  on  reverting  minerals  is 
adequately  documented  to  allow  for  continued  surface  occupancy  by  the  affected 
wells  until  their  environmental  analysis  is  completed.  Accordingly,  the 
attached  CRA  applies  only  to  the  minimum  acreage  allowable  under  State  spacing 
requirements  for  your  particular  well  (i.e.  20  acres).  We  wish  to  emphasize 
that  this  agreement  applies  to  the  operation  and  maintenance  of  tnis  well  only 
and  does  not  authorize  any  new  activity. 

The  new  proposed  CRA  also  contains  a  number  of  terms  and  conditions  very 
similar  to  those  found  in  Federal  oil  and  gas  leases.  Host  notable  are 
conditions  that  require  the  payment  of  a  minimum  royalty  and  compliance  with 
other  royalty  management  provisions  (Article  II),  the  right  of  the  Federal 
government  to  require  bonding  under  Federal  bonding  regulations  if  necessary 
to  protect  the  public  interest  (Article  III),  protection  of  the  CRA  acreage 
from  drainage  (Article  IV),  and  inspection  and  audit  rights  (Article  VI). 

Another  important  change  in  the  requirement  that  you  must  obtain  a  Special  Use 
Permit  (SUP)  from  the  Forest  Service  as  a  condition  of  an  approved  CRA 
(Article  VII).  The  Forest  Service  will  contact  you  directly  regarding 
specific  terms  and  procedures  for  finalizing  the  SUP.   This  CRA  is  not  valid 
without  authorization  to  occupy  the  surface  via  the  SUP  and  vice  versa. 

This  proposal  represents  an  option  that  allows  you  to  continue  ownership  of 
and  production  from  your  well.  The  only  other  alternative  available  under 
current  Federal  mineral  law  is  to  subject  the  acreage  to  the  competitive 
leasing  process  when  consent  to  do  so  is  received  from  the  Forest  Service.  If 


EXCELLENCE  IN  SERVICE  THROUGH  COMMIXKENT  AND  INNOVATION 


a  third  party  obtains  the  right  to  produce  the  property  under  a  Federal  lease, 
they  would  not  acquire  any  right,  title,  or  Interest  in  the  improvements  you 
presently  have  on  the  land.  However,  you  would  have  to  acquire  the  right  to 
produce  your  well  from  the  new  Federal  lessee  by  some  form  of  mutual 
agreement.  After  the  reversion  date,  continued  production  of  the  involved 
well  without  the  authorization  of  a  Federal  lease  or  a  CRA  would  be  considered 
a  trespass  and  theft  of  Federal  minerals. 

If  you  decide  to  exercise  the  CBA  option,  sign  the  enclosed  agreement  and 
return  to  this  office  along  with  the  documents  requested  in  Axticle  III;  that 
Is,  evidence  that  the  well  is  registered  and  properly  bonded  with  the  Ohio 
Departiaent  of  Natural  Resources  and  a  well  completion  report.  Upon  receipt  of 
this  material,  we  will  review  it  for  completeness,  issue  final  approval,  and 
notify  the  Forest  Supervisor's  Office  in  Bedford,  Indiana  of  the  approval  so 
that  the  SUP  may  be  authorised. 

We  appreciate  your  patience  in  this  matter.   If  you  have  any  questions,  please 
contact  Tim  Abing  at  (414)  297-4438  or  Ken  FitzPatrick  at  (703)  461-1341. 


Sincerely, 


Stuart  F.  Carlson 
Deputy  State  Director, 
Mineral  Resources 


Enclosure 


cc:   Ohio  Congressman  McKuen 

Tom  Tugend,  Ohio  DNR,  Division  of  Oil  and  Gas 
Forest  Supervisor,  Wayne-Hoosier  N.F. 
District  Ranger,  Wayne  N.F. 
DM,  Milwaukee  DO 
^JCte  AWDaj*  MD(M& 


■  jr    •■ 


;.  United  States     Forest         Wayne-Hoosier      811  Constitution  Avenue 
Department  of     Service        National  Bedford,  IN  147^21 

^-^^  Agriculture  Forest  812-275-5987 


Caring  for  the  Land  and  Serving  People 

(^  p  r^^:^ —-_  Reply  to:   2820 

^■\\  ■^'-Ji-Ji,/   Date:  June  21,  1990 

•^2  81990   jL 

f Rf irri  mi < u  .  ,  / 

Mr.  Carl  Helnrlch  ^^-^iiaSlcrgmce  / 

Greenbrier  Energy,  Inc. 

Box  305 

Reno,  OH  ^5773 

Dear  Carl: 

The  mineral  rights  revert  to  the  United  States  effective  July  2,  1990,  on  a 
tract  located  on  the  Wayne  National  Forest  in  Township  4  North,  Range  6  West, 
Section  14,  Monroe  County,  Ohio.  Greenbrier  Energy,  Inc.  is  currently 
operating  a  well  on  the  Wallace  Lease  which  is  located  on  this  tract.  Since 
the  mineral  rights  will  be  reverting  to  the  United  States,  the  operator  has 
the  option  of  applying  for  a  Compensatory  Royalty  Agreement  (CRA)  or 
subjecting  the  acreage  to  the  competitive  leasing  process.  This  procedure 
has  been  explained  to  you  by  the  Bureau  of  Land  Management  (BLM). 

Since  Greenbrier  Energy,  Inc.  has  requested  to  continue  operating  this  well, 
it  is  necessary  for  the  Forest  Service  to  authorize  use  of  the  surface  by 
issuance  of  a  special  use  permit  (SUP).  We  have  enclosed  the  original  and 
two  copies  of  this  permit  for  your  signature.  Please  execute  all  three 
copies  and  return  them  to  this  office  prior  to  July  2.  We  will  return  a 
fully  executed  copy  to  you  upon  notification  by  BLM  that  the  CRA  has  been 
Issued . 

The  SUP  authorizes  only  the  surface  area  occupied  by  the  well  site, 
appurtenances,  flow  lines,  and  access  roads.  The  CRA  will  authorize  the 
continued  operation  of  the  well  on  acreage  allowed  under  the  State  drilling 
permit.  The  SUP  will  authorize  use  of  the  access  road  and  location  of 
appurtenances  both  on  and  off  the  drilling  unit.  An  additional  permit  will 
be  required  If  the  pipeline  is  located  outside  the  drilling  unit.  The 
operator  must  contact  the  appropriate  District  Office  to  obtain  the 
additional  authorization. 

The  SUP  that  is  enclosed  is  much  like  the  Reserved  Mineral  Rights  permits 
under  which  you  are  currently  operating.  Clauses  1  thru  15  are  mandatory 
standard  clauses  that  are  required  to  appear  in  every  SUP  issued  by  the 
Forest  Service.  Clauses  16  and  beyond  are  optional  clauses  which  we  deemed 
necessary  to  be  included  in  this  type  of  permit. 
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No  land  use  fees  will  be  assessed  since  the  operator  will  be  paying  the 
estimated  bonus  bid  plus  royalties.  Since  Greenbrier  Energy,  Inc.  maintains 
a  blanket  bond  with  the  Ohio  Casualty  Insurance  Company,  there  will  be  no 
additional  bonding  requirements.  The  blanket  bond  is  sufficient  to  cover 
these  operations.  We  are  notifying  Ohio  Casualty  Insurance  Co.  of  these 
changes  by  copy  of  this  letter. 

If  you  have  any  questions  concerning  any  of  these  procedures,  please  contact 
Linda  Smith  of  my  staff. 

The  Reserved  Mineral  Rights  permit  issued  to  Greenbrier  Energy,  Inc.  on 
October  23,  1986,  will  become  null  and  void  effective  July  1,  1990. 

We  are  pleased  that  we  can  allow  continued  production  of  this  well  and  want 
to  thank  you  for  your  cooperation  in  the  use  of  National  Forest  Land. 

Sincerely, 


FRANCIS  J.  VOYTAS 
Forest  Supervisor 

Enclosure  / 

cc:   Athens 

Marietta 

BLM  -  Attn:  Tim  Abing 

RO-LWM  (Craven,  Jacks,  Curtis) 

Ohio  Casualty  Insurance  Company 

Binder 

L.Smith:hw 
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lEDA  -  Forest  Service 

SPEEIAL  USE  PEIMIT 

Act  of  June  H,   1897 
This  pernit  is  revocable  and  nontrans- 
ferable 

(Ref .  F3i  Z710) 


a.  Record  no.  (1-2) 


JO. 


d.  District  (7-8) 
01     Athens 


g.  State  (16-17) 
Ohio  39 


b.  Rcslcn  (3-^)     Ic.  Forest  (5-6) 
I 
Ekstem         09     i  Wayne-Koosier         11 


e.Uaer  No. (9-12) 
Jg30 


If  JCiiKi  of  Use  (13-15) 
I  Oil  &  Gas  Pipeline 
{Related  Facility    632 


h.  County  (18-20) I i.  Card  no.  (21) 

I 
I 

htnroe        111      {  1 


Permissian  is  hereby  granted  to  Oeenbrler  Eheryy,  Inoorporated 
of  BcK  ?05,  Raio,  CH  Jj5773 


hereinafter  called  the  permittee,  to  use  subject  to  the  conditions  set  out  below,  the  fbllowlr^  deocribed 
lands  or  inprovetnents:     A  portion  of  Section  1M,  T^^N  R6W,  CRS,  ftr  one  (1)  oil  and/cr  gas  well  site  and 
accccpanying  Improveoents .    The  area  herein  described  Is  ncre  particularly  shown  and  described  en  a  nap 
labeled  Ddiibit  A  viiidi  is  attached  hereto  and  loade  a  part  hereof. 


This  permit  covers    ^.U2    acres  snd/o^    0.12    miles  and  Is  issued  fbr  the  purpose  of: 
Locating  equipment  fbr  cne  (1)  oil  and  gas  well.    Ecjiipcent  aithorlzed  are  well  ^ck,  tank  battery, 
riowline,  suap,  dikes,  and  separator.    Use  of  access  road  is  also  authorized.    "Hiis  permit  does  not 
authorize  the  production  of  oil  and  gas.    Authorl2ation  fbr  the  production  of  oil  aid  gas  nust  be  granted 
by  the  Departcient  of  Interior,  Bureau  of  Land  hfenagecient.    Proof  of  this  authorization  oust  be  furnished 
to  the  Forest  Supervisor  by  the  Bureau  of  Land  hfenagement  in  order  fbr  this  penait  to  be  valid. 


Occipancy  and  use  under  this  permit  shall  begin  within     0*      months,  and  shall  be 
months  fron  ths  date  of  the  permit.    This  use  shall  be  actually  exercised  at  least 


1.    PER-nT  OOCUPAICT: 

2ccpleted  within Q^ 

-15-    days  each  year,  unless  othervise  authorized  in  writing. 
"  Occupancy  aid  use  is  in  effect  at  this  time. 


?.    LA^D  USR  FEF,"     In  consideration  fbr  this  use,  the  permittee  diall  pay  to  the  Forest  Service,  U.S. 
)epartr.iert  of  Agriculture,  tte  sun  of  ■  Dollars  ($  )  for  the 

period  frcn  


-  19  ~  ,  to 

:i-)ereafter  annually  on    FFE  WAIVH)  PER  36  CFR  251 .57  (b)   {k) 


19  •    ,  and 


Dollars  ($- 


-): 


'rovliied,  however.  Charges  for  this  use  way  be  cade  cr  readjusted  whenever  necessary  to  place  the 
t^arges  en  a  basis  cccmensurate  with  the  value  of  use  authorized  by  this  permit. 

].    ADDJTJONAL  COM)ITIOf^:    This  pemit  is  accepted  siisject  to  tha  cooditiorB  set  forth  herein,  and  to 
xnditions       tt       to  3^ attached  hereto  and  nade  a  part  of  this  permit. 
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^.    ADWCE  APPROVAL:     Reccnstructlon,  or  alteratlcn  of  Izuprovecents;  or  revision  of  layoit  plans  fbr  tliis  area  must  be 
6ZZtlJ!^  "^  "^r  ^'^^J^  '^  '1^  s^l3or.    Ti^  or  shr.i>be:7  a.  tte  pemittal  ar^  n^  be  r^vai  cr 
destroyed  cnly  after  the  forest  officer  In  change  has  approved,  scd  tes  nBrkaJ  cr  otherwise  designated  that  vhich  nav  be 
recovel  or  destroyed.    Tlriber  cut  cr  destr^al  will  te  paid  fcr  by  the  pemltt^  as  ^^:     ^feSSSaS^  t^  7 

^UeT^^.^'^      ^  ^  f  ^  roer^tabla  tM>er  to  others  th^  the  pemltt^  at  ro  stu^page  cost  to  the 
ZZll:.'^  byT^  t^^o^ioTZ  l^e,'''  ^  ^^^^  in  a.h  ^e.  a>d  in  .ch  places  at..t  the  p:^s.  .  .y 

5.  VAI,ID  a  ATMS:     11113  permit  is  subject  to  all  valid  clalire. 

6.  Canmrz  WTIH  miUnOIC:     The  holder,   In  exerclslrg  tha  prlvll^es  granted  by  this  permit,  shall  conply  vJth  the 
rations  of  ^e  Depart^t  of  Agriculture  ^  all  Faleral,  State,  county,  end  rainiclpal  ^,  ^^wS^^o^ 
r^;ulat:oas  which  are  applicable  to  tte  ar®  cr  operetlcns  covered  by  this  permit. 

I;  if^f  ""k  7.  ^^  "^^^    ^  ^^^""  ^^  ^^  ^  r^asaiable  pre^tions  to  prevent  ^d  a^ppress  fbrest  Hrx^s. 
lb  rBterial  shall  le  d^p^  of  by  burning  In  open  fir^  durl^  tte  closel  s^scn  establlshal  by  li  cr  r^l^tL 
vathxDut  a  written  pemit  mm  the  fbrest  officer  In  ciiar^e  cr  his  authorl^  ^oit.  reRUJatiai 

LfT^:^"^  ""^^K    '^  "^L'""  "^  ^"^"^  ''^^  ^  P^^«=^^  fKn.  darage  the  lanl  arri  property  of  the 
rJnlt^  States  oover«l  by  and  usel  In  connection  vdth  this  pennlt,  and  shall  pay  the  Ihlted  States  fbr  my  dLge 

M^nal'^o;S^?^>rJ^  '^  "i^"^''^  ofthetarTBQfthlsp^mltcrofa^l^cr  r^latiai  appllSble  to 
^^oSt  "^       ^^  ^         "^  employees  of  the  tolder  acting  within  the  scope  S^theJr  ^ox^y 

'^'^tl^^'Zs^^J^'^Zf^\^'Z  "^^  ^'  '^''  ^'"^  ^  ^^^  v^  ^d  tear,  to  ratlcal  fbr^t 
:«oads  and  tr^ls  caused  by  the  holder  In  the  exercise  of  tte  privily  granted  by  this  pennlt. 

'c^'J^TZ.Z'^^L  '"^  '^  f  °"  ^^'"  ^  ^^  °^  ^^^^^  Co^olssloner  ^1  be  ainittel  to  a.y  ^^ 
^P^^of  this  agrea^t  cr  to  any  bo^eflt  that  r^  arl^  her^f^  unless  it  Is  cade  with  a  corporetlcn  for  it^  g^l 

11.    REMOVAL  OF  M>H0VEME2irS:     Upcn  abandcmsnt,  temlnaticn,  revcx:^tlc«,  cr  cancellation  ct  this  pennlt    the  hDlder 

^t^re^e'sfte^jr^r^  '^^  ^^'"^  ^  ^^^^  ^  ^^  -^  by  tr^S^katt^'l'^Lll 
^t^^  of  ^r^.  ^^.^  "^"^  ^  ^  "^^^"^"^  or  in  this  pennlt.    ir  the  hDlder  fklls  to  r^ve  all  such 

^lTfJ7^T^  ^"^  ^^  ^^^  "^^  ^  ^^  ^^^  ^^^  ^ituatsl  ai  tte  lam  described  In  this  per^tlm  i-- 

^ther^^S^dS^^«i??;^  v^.^  ^"^^  ^  "^^  ^^^^  ^  ^  iGprt,va:)^ts  shall  have  beei  transferred  ^n 

tLZtT^ZnlVrr^^.^^rf^.  \^Y^  ^  ^  "^"^  ^^  ^  ^^^^  "^^^^^P^y  ^  the  premises  ^1  be 

3.    tumss  (HAJIE:     In  case  of  charge  of  address,  the  tolder  *aU  tanedlately  mtlfy  the  (brest  supervisor. 

^tJn,»  ,rL  ^v^  P^^^  "^^  ""*  *^  f^^"""  "■"•«  W"=^  ■*  the  ftrest  aipervl^r  tut  the  tolderAall 

Jtta«  to  te  re^^lble  fcr  c»pllanoe  vdth  aU  c<rtltl«  <^  this  pemlt  ly  f«:^  to^  ^Tr^J^^be 

m 
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15.  BREACH  CF  OCMDITIOfB:    Thijs  pennit  ney  be  tennlnated  ipon  b-^each  of  aiy  cf  the  conditions  herein  or  at  the 
discretion  of  the  regional  forester  or  the  Chief,  Forest  Service. 

16.  IhDf-MirrFICATTON  GF  UNITED  STATES:    The  holder  dmll  Indennify  the  Ihlted  States  ^ainat  any  liability  fbr  danage  to 
life  or  property  arising  frccn  the  occupancy  cr  use  of  National  Forest  lands  under  this  pennit.     (B8) 

17.  RiaCS  PiW  HAZAJra^:     Rising  waters,  high  winds,  billing  lints  cr  trees,  and  other  hazards  are  natural  phenonena  In 
the  Forest  that  present  risks  which  the  holder  assuDes.    The  holder  has  re^xDnsibility  of  ln^>ectlng  the  site,  lot, 
right-of-way,  and  lumediate  adjoining  area  fbr  dangerous  trees,  hanging  limbs,  and  other  ed.dence  of  te2ardou3 
ccnditions  and,  after  securing  f>eniiissicn  ftxm  the  Forest  Service,  of  ranovlJTg  such  hazards.     iB2^) 

18.  AREA  MAINTEHANCE:    The  permitted  area  will  be  nalntalned  to  presmt  a  clean,  neat,  aid  orderly  ^pearance.    Trash, 
debris,  unusable  machinery,  improvements,  etc.,  will  be  disposed  cf  currently.    Building  materials,  firewood,  etc.,  will 
be  neatly  stacked.     (B3I) 

19.  DISPUTES:    Appeal  of  any  provisions  of  this  cuthorization  cr  any  requirements  thereof  ^lall  be  subject  to  the 
appeal  regulations  at  36  CFR  251,  Subpart  C  (5^  FR  3362,  January  23,  1989),  or  revisicns  thereto. 

20.  REVECETATION,  SURFACE  RESTCRATICS^  CF  CPOUI©  COVER:     Holder  *all  be  re^wnsible  Ibr  prevention  sc\d  control  of  soil 
erosion  and  gullying  on  lands  covered  by  this  pennit  and  adjacent    thereto,  resultirg  fran  operation,  maintenance,  and 
temdnation  of  the  permitted  use.    Holder  shall  so  nalntaln  permitted  JmprovecKnts  to  avoid  the  acciraulaticn  of 
excessive  heads  of  water  and  to  avoid  encroachment  en  streams.    Holder  shall  revegetate  cr  otherwise  stabilize  all 
.3round  vhere  the  soil  has  been  escposed  and  shall  cBlntain  necessary  preventive  neasures  to  supplement  the  vugetation. 
(D9) 

'^.    PE^TTCrDK  USE:     Pesticides  rnay  not  be  used  to  control  indesirable  woody  aid  herbaceous  vegetation,  aquatic  plants, 
insects,  rodents,  trash  fish,  etc.,  without  the  prior  written  ^proval  of  the  Forest  Service.    A  request  fcr  approval  of 
planned  uses  of  pesticides  will  be  subraitted  annually  by  the  holder  an  the  due  date  established  by  the  authorized 
officer.    The  report  will  cover  a  12-nicnth  pericd  of  plained  use  beginning  3  months  after  the  report irg  dat-e. 
Information  essential  for  review  will  be  provided  In  the  fbrm  g^ecified.  Receptions  to  this  schedule  nay  be  allowed, 
afubject  to  emergency  request  and  approval,  only  whsi  unexpected  outbreaks  cf  pests  require  control  measurer,  which  were 
not  anticipated  at  the  tine  an  ainual  report  was  subraitted. 

Only  those  materials  registered  by  the  U.  S.  Fhvironmental  Protection  Agency  fbr  the  specific  purpose  plarmod  ;-dll  be 
considered  fcr  use  en  tetional  Forest  Syston  lands.    Isabel  Instnjctlonn  will  be  strictly  followed  In  the  appllcatjon  of 
pesticides  and  disposal  of  excess  naterials  and  containers.     (D23) 

22.  HDPFTMETE  TEWJRE:    This  Special  Use  Permit  shall  beccme  effective  sluultaneously  with  the  Cccpensatory  T^oyalty 
.Agreement  and  dhall  continue  in  f\ill  fbrce  and  effect  so  long  as  the  Cojpaisatory  Royalty  f^reenent  is  valid. 

23.  PCLHrrxON:    The  holder  shall  take  reasonable  precautions  to  prevent  pollution  of  or  deterioratioi  of  l.ands  or 
waters  viilch  nay  result  fhan  the  exercise  of  the  privileges  extended  by  this  pennit.    In  particular,  the  holder  5*iall  at 
all  tines  coiply  with  applicable  local,  State,  and  Federal  requirements  fcr  pollution  abatement.    Failure  of  the  holder 
to  30  ccrply  nay  result  In  termination  or  suspaislon  of  this  authorizaticxi.    (D15) 
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2n.    V/ATTi^  mumm:     )to  wist^  or  byproduct  ^^11  be  diachansed  into  veter  if  it  contains  aiy  substance  In 
concentrations  which  will  result  in  harm  to  fi*  and  wildlife,  cr  to  husai  wata-  supplies. 

Storage  facilities  fbr  mterlals  capable  of  causlrjg  vater  pollution,  IT  accidentally  dlscharBod,  shall  be  located  so  as 
to  pn3vait  any  ^plllace  Into  v^tens  cr  channels  leadli^  ii^to  wat^-,  that  would  result  In  ham  to  f  1^  arti  wildlifb  or  t. 
huran  water  supplies.     (D2) 

f^'  rwl'i'^o^?  ™^'    ^  ^^^^  ^"^  to  take  all  necessary  precauticns  to  avoid  danage  to  pnoperty  a^d  resources  of 
the  Ih.  ted  States  and  will,  Independmtly  and  upon  request  of  the  Forest  Service,  prevmt  and  suppress  fire?  en  cr  near 
lands  occupied,  or  to  te  o:cupied,  under  this  pennit,  and  to  pay  and  indamify  the  Uhited  .^^ites  fbr  any  aid  all  Injurv 
loss,  or  darBge,   ii^clujlng  but  not  llirited  to  fire  suppr^lcn  costs,  the  United  States  ney  suffo-  as  a  reaUt  of 
claims,  demands,  losses,  or  Judgmaits  caused  by  the  holder's  use  cr  occupancy  to  the  nHximm  extoit  possible  in 
acconlanoe  with  Stat«  law3,  ordinances,  r^ulatlcns,  arri  rules.     (Dl8) 

^  .iff  ^^L  '^^  ^^^^  ^"^  ^  ^^^^  the  fV>ee  ay3  mrestrlcted  access  to  aid  ipcn  the  p.r^mise3  at  all  tires 
^v.^  l^T^^.  vIT^.^"^^  "^  liK^cnsl^oA  with  the  intot  of  tte  pe.'.nit  cr  with  the  reascr^le  exereise  and 
aijojoent  by  the  holder  of  the  privil^^  thereof.     (X19) 

1\.Z'^  ^"^J^  ^'"^  ^"^^^^^^  ^  ""^^  °^  "^  ^^^^^^  satisf^tory  to  tiie  aAhorlzed  officer  ^1  be 
^^     (fTd  ^  ^""^  ^  ^"^^"^  "^  °^^  ^^^^  ccubusticn  ergln^  used  in  ccnnectlcn  with  this 

n«,t?f?Sp^^r^^'  f^^^!l^f  T^^  ^  f^iUties  installed  avi  ope:^ted  ±all  confom  to  the  rational 
Ll.ectr.c  Code  and  the  ecjuipoxant  trust  have  beoi  approved  by  tte  Aroerlcai  Insurance  Association.     (F6) 

S;i/;ff  ^^^\.'^  holderjiiall  cleanip  slash  and  ether  flancBble  naterlal  fbr  a  distance  of  50  feet  fhx)  all 
buildxr^,  lirber  piles,  punp  ,^ck,  storage  tanks,  separators,  cr  otho-  strtctur®  covered  by  this  pejrnit.     (F8) 

30.     PirrVATE  ROAD,  SSCnCAHir  IBE: 

.rJi^i^^^Tl^  °^  ^^  '^  ^  --'^-^^  ^'^  P^.  =^-l"-tla..  ^  v.itt»  stipulations 

^  L»!^  ^"'^;J"  s^erelstag  the  prlvllsgas  granted  by  this  aAtorlzBtlcn,  *all  coiply  with  all  wUcAle  Stat^.  ' 
Sety^^t^Tr;tS,Sf "  ^.T^^ff  •  -d  3»^  cccply  „!«,  all'state  sSaL  fcr  p*So'  hS*  ^ 
J:!:L,      ^^  S  protection,  cperatioi,  nalnterHnce  If  In  the  cptakn  of  the  aithDri2sd  ofTlcer  those  SUte 

C.    n^  toJder  .*au  ait  no  ttaber  except  as  aithorteri  by  nBjnta»oe  ^reaa-nts. 

■^ulire  purposes,  mly  after  paj^cnt  by  the  thlted  States  of  Its  pra  mta  *>ar«  of  road  itata^ce^ts     '™"^''' 

*her'no^de^  S^^i^'lZ.'"^^  T^'^  "^  privilege  fcr  use  of  tte  nxri  ccr>structai  en  tte  p,«,lscE  to 
ieD^SfS^fS^    S°  '°"  "^^  aKh  users  *all  pay  a  ftlr  *are  of  the  cumE^t  replaocn^nt  co.t1cS 

lepreciatta  of  the  roal  and  any  roconstnctKn  costs  necessary  to  acccroojate  their  use. 
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r,.    The  Forest  Service  retains  the  ri^ht  to  occupy  and  use  the  rIghtK)f-^y.    It  also  nay  Issue  other  ir>cs  Incliriln 
ri^.ts-or-KBi',  en  and  throLgh  the  permitted  area  provided  that  ths  occupancy  ard  ux  does  not  unreascnably  Interfere 
v/ith  the  rights  gi^nted  herein. 

^^    Tho  Forest  Service  rhall  have  Uie  right  to  cross  and  recross  the  premises  and  roai  at  aiy  place  by  aiy 
reasonable  rreans  and  for  any  purpose  in  such  nanno'  as  does  net  uireascnably  Interfere  vath  use  of  tte  road. 

I.    The  holder  ^lall  nalntaln  the  rlght-<if-way  clearlr«  by  neans  of  chanicals  cnly  after  the  Forest  .Sipervisor  tes 
3ivan  specific  written  approval.     Applicaticn  for  such  approval  nust  be  in  wrltirg  arri  m^st  specify  the  tliue,  method, 
chenicals  and  the  eocact  portion  of  the  rl^t-of-way  to  be  cherdcally  treated.     (G1) 

31.  roiDS,  PERFOR-IAICE;     As  a  further  guarantee  of  the  f^lthfUl  perforrance  of  t^e  prxDvlsions  of  clauses  4,  7,  Q,   11, 
16,  17,  18,  21,  22,  24,  25,  26,  26,  29,  30,  31  of  this  permit,  the  holder  shall  deliver  aid  caintaln  cash  or  surety 
xxYi,  or  other  acceptable  securities  In  the  amcunt  of  Five  Thousand  and  00/100  dollars  ($5,000)  viiidi  will  be  held  for 
Che  life  of  this  permit.    Ihe  holder  agrees  that  the  cash  or  surety  bend,  cr  other  acceptable  securities  provided 
xirsuant  to  the  penult  cay,  upcn  fMlure  en  his  part  to  fulfill,  all  arei  singular,  the  requiren^ts  herein  set  forth  or 
ffide  a  pert  thereof,  be  called  upon  or  retained  by  the  Dhlted  States  to  be  appUol  as  f^  as  nsy  be  to  the  satisfaction 
:f  his  obligations  assimed  herajnder,  wlthcut  prejudice  whatsoever  to  any  otho-  rights  arri  r^oedies  of  tte  United 
States. 

3iould  the  bond  or  ether  Instrunent  delivered  inder  this  permit  beccne  msatlsfactory  to  the  Forest  Service,  the  tolder 
shall,  within  30  days  of  danand,  fUmlsh  a  new  bond  or  other  accq^table  securltls  which  i3  both  solvent  and 
-^tlsfactory  to  the  Forest  Service. 

32.  FORrST  SERVICE  REPRHSFNTAm'E:     The  District  Ifer^er,  Athens  teiger  District,  Telephone  Tb.  6l J4-?P.-9055 ,  In 
responsible  for  administering  this  special-use  author! 2atlan.    lie  holder  ahculd  contact  the  Dis.trict'Rar^er  rvy'anJi;>>; 
siy  questior^  ccncemlng  the  occupancy  and  use  aithorlzed  and  the  prxjvislcns  of  thl^  authorization.     (R9-X3) 

]3.     UPLTPn  PEfMESSIOM;    ^fothlng  in  this  permit  shall  be  construed  to  Inply  permlsslcn  to  build  or  mlntaln  any 
rtnjcture  not  :5>ecincally  naned  on  the  f^e  of  this  permit,  or  approved  by  the  authorized  officer  in  the  fbrm  of  a  nei; 
>enTn.t  or  permit  ainendna-int .     CX3) 

^n.    SIJPraCFDFD  PEROT:    This  permit  aipercedes  a  Reserved  Mineral  Rights  Permit  issued  10/23/86  to  GretDbrler  FherjTy 
Xicorporated.     (Xl8)  " 


yii3  permit  will  have  no  fbrce  ara  effect  intll  the  pennlttee  has  slgnlHed  acceptance  of  Its  provisions  aid  ocr>d^t^ons 
y  signing  belcw  and  returning  the  duplicate  copy  to  tte  Forest  Supervisor. 

U.  S.  DEPAHIT^rr  CF  ACRIOILTIIHE 
FOREST  SERVICE 


fate 


FRA2CIS  J.  VDYTAS 
Forest  Sipervisor 


rccr  5  C 
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The  undcrr.ignod  authorized  official  of has  read  the  fbnoGOing 

perrj.t  and  ^nees  fbr  and  jn  behalf  of  said  oorporatlcn  that  it  accepts  aid  vd.ll  sbide  by  its  terns  and  conditions. 


Date 


BY: 


TnLE: 


I,  ,  certify  that  I  am  the  Secretary  of  the  corporatlcn  named  as  permittee  herein; 

that vAvD  signed  said  anendment  en  behalf  of  said  corporation,  was  then 

of  said  oorporaticn;  that  said  stnoTdnent  vas  duly  sl^ed,  fbr  cTkI  In  behalf  of  rajd 

corporation  by  authority  of  a  resolution  adopted  by  its  BDard  of  Directors  en  the day  of ,  19 ■ 


Secretary 
(SEAL) 


«BQ«  *  ''jr  < 


v_Zl  'I       L      TvVy    r- 


:^/../,  ^^-.e^-^^Crs^iy.; 
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OIL  &  GAS  PIPgLPJE  - 
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WAYNE  NATIONAL  FOREST 

ATHENS  RANGER  DISTRICT  (MUSKINGUM  UNIT) 

SCALE  -  1"  =  2000' 
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BRIEFING  PAPER 
USE  OF  RESTRICTED  CCMPENSATCHY  ROYALTY  AGREHIENTS 

FOR 
PRODUCING  MINERAL  REVERSIONS 

Secretarial  authority  exists  to  negotiate  "restricted"  compensatory  royalty 
agreements  (CRA'a)  with  affected  operators.  These  CRA's  would  allow  operators 
to  continue  operation  of  their  wells,  but  would  commit  only  enou^  acreage 
(usually  10  or  20  acres)  to  comply  with  State  of  Ohio  well  spacing 
requirements  and  prevent  deepening  of  the  well  from  the  currently  completed 
formation.  As  an  administrative  solution  to  the  concerns  raised  by 
Congressman  McEwen  and  the  Southeast  Ohio  Oil  and  Gas  Association  (SOOGA),  BLM 
proposes  a  compromise  which  will: 

-GivB  consideration  to  the  most  critical  concern  of  the  small  independent 
producers  in  southeastern  CSiio  by  allowing  continued  production  fraa  their 
rrells; 

-Preserve  the  intent  of  Federal  mineral  leasing  laws; 

-Encourage  maximmi  economic  recovery  of  marginal  oil  and  gas     reserves; 

-Minimize  the  Goverzment^s  cost  to  adiainister  a  complex  situation  Rbich  yields 
little  economic  return. 

Advantages  to  this  approach  include: 

-Uninterrupted  production  from  the  well,   assuring  continued  payment  of 
royalties  to  the  U.S.A.; 

-Eliminates  the  potential  for  damage  to  the  well  from  acctanilation  of  water 
and  sediment  (Awing  extended  shut-in     periods; 

-No  need  to  resolve  the  trespass  or  abanekmed  well  problems  which  usually 
accompany  the  competitive  leasing    of  reverting  mineral  rights; 

-In  return  for  not  leasing  the  acreage  containing  the  well,    operators  would 
pay  a  pre— determined  bonus  bid,   assuring  the     Goverment  a  bonus  payment 
comparable  for  the  area; 

-Improved  working  relationships  with  local  operators  by  acknowledging  their 
concerns  in  this  matter; 

-The  operator  would  be  required  to  post  bond  coverage  for  any  potential 
liabilities  associated  with  the  well  fdiich  is  not  guaranteed  by  competitive 
leasing; 

-Bin  expense  to  adatinister  CRA's  is  estimated  to  be  up     to  eight  times  less 
than  that   incurred  by  competitive  leasing. 

It  must  be  emphasized  that  this  approach  can  only  be  taken  when  the  involved 
well  is  producing  at  such  a  low  volume  that  the  costs  associated  with 
competitive  leasing  far  exceed  the  benefits  that  may  be  derived.   The  Eastern 
States  mineral  staff  will  conduct  an  economic  evaluation  of  affected  wells  on 
a  case  by  case  basis  to  determine  whether  use  of  a  CRA  is  justified. 


DECISION  MEMO 

SURFACE  MANAGEMENT  AGENCY  ISSUANCE  OF  SPECIAL  USE  PERMIT  FOR  SURFACE  OCCUPANCY 
OF  USDI  -  BUREAU  OF  LAND  MANAGEMENT  AUTHORIZED  AND  OIL  AND  GAS  PRODUCTION. 

WAYNE  NATIONAL  FOREST 

ATHENS.  HOCKING.  PERRY.  MORGAN,  GALLIA.  JACKSON.  LAWRENCE.  SCIOTO,  NOBLE. 

MONROE  AND  WASHINGTON  COUNTIES.  OHIO 

The  USDI  -  Bureau  of  Land  Management  (BLM)  has  decided  to  issue  Compensatory 
Royalty  Agreements  (CRA)  to  certain  producers  of  Federal  owned  oil  and/or  gas 
underlying  the  Wayne  National  Forest.  These  CRA's  must  be  accompanied  by  a 
special  use  permit  issued  by  the  USDA  -  Forest  Service  for  continued  occupancy 
of  the  surface. 

Proposed  Federal  Action  -  To  provide  a  special  use  permit  for  the  continued 
occupation  of  National  Forest  land  for  the  duration  of  production  of  Federal 
owned  oil  and/or  gas. 

The  United  States  has  acquired  numerous  tracts  of  land  in  Ohio  as  a  part  of  the 

Wayne  National  Forest.   In  many  cases,  the  landowners  reserved  their  oil  and/or 

gas  rights  for  a  set  period  of  time,  and  during  that  time  period  have  leased 

out  the  production  of  that  oil  and/or  gas  to  an  independent  producer.   Upon 

expiration  of  the  oil  and/or  gas  reservation,  the  ownership  of  these  reverts  to 

the  United  States.   The  issuance  of  the  CRA  by  BLM  will  allow  for  the  continued 

production  now  of  the  Federal  owned  oil  and/or  gas  with  royalty  payments  being 

made  to  the  United  States.   The  issuance  of  the  special  use  permit  by  the  j^i^. 

Forest  Service  will  authorize  the  continued  occupation  and  use  of  the  Federal  ipife 

owned  surface,  previously  occupied  under  the  rights  of  the  oil  and/or  gas  K|8^ 

reservation  and  a  reserved  mineral  rights  special  use  permit.   A  total  of  22  It-  ^- 

Compensatory  Royalty  Agreements  will  probably  be  issued  during  1990,  1991  and  p^i-. 

1992. 

Scoping  and  Public  Involvement  -  The  Forest  Service  has  discussed  the  issuance         "^llB''' 
of  the  special  use  permit  in  conjunction  with  the  issuance  of  the  CRA  with  many 
publics.   Contacts  have  been  with  the  Southeastern  Ohio  Oil  &  Gas  Association. 
Quaker  State  Oil,  Mitchell  Energy,  Congressmen  Bob  McEwen  (R)  and  Douglas 
Applegate  (D) ,  the  Office  of  Congressman  Clarence  Miller  (R)  and  various  County 
Commissioners  within  the  Wayne  National  Forest. 

Reasons  for  Categorical  Exclusion  -  The  issuance  of  the  special  use  permit  is 

simply  the  authorization  of  a  continued  legal  use  of  Federal  owned  surface  for 

an  on-going  mineral  activity  of  limited  size  and  no  additional  disturbance  to 
the  surface. 

The  special  use  permit  will  authorize  only  that  occupancy  or  use  in  place  at 
the  time  of  issuance.   No  additional  occupancy,  use,  or  disturbance  will  be 
permitted.  This  action  will  not  cause  any  change  in  effects  on  the 
environment. 
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GQVERNMENTOL  ftFFPIRS  COMMITTEE 
FEDERAL  PFFfiIRS  SUBCOMMITTEE 

Dan  "niornpson.  Chairman 

c/o  Carlton  OH  Corporation 
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($1«J)  ^173-2629  FAX  [BU]  «J73-229'J 


April  £7,  1990 


To  ftssociation  Members: 


Is  relief  in  sight  concerning  the  federal  lease 
reversion  issue?   It  sounds  good  and  perhaps  this  time  it 
will  happen.   However,  as  we  have  found  over  the  past  two 
years,  when  dealing  with   the  Wayne  National  Forrest  through 
the  Bedford  or  Athens  offices,  we  often  cannot  believe 
everything  we're  told. 


Bil 


This  time,  though,  we  had  Congressman  Bob  McEwen  in  our 
corner.   It  was  the  Congr^es  sraan' s  idea  to  hold  a  meeting  at 
Nelsonville,  following  the  Ohio  Forestry  Assoc,  meeting, 
with  Mr.  Voytas.    It  was  also  Mr.  McEwen' s  influence  that 
resulted  in  Forest  Supervisor  Francis  Voytas  making  the 
comm  it  t  ment  s  which  ar^e  detailed  within  this  letter. 
Congressman  McEwen  deserves  a  great  deal  of  support  from 
Southeastern  Ohio  for  his  work  on  this  issue. 


Following  is  a  summary  of  the  committments  made  by 
Francis  Voytas,  compiled  from-  notes  taken  by  those  attending 
the  meeting. 


1)    Mr.  Voytas  will  approve  the  compensatory  royalty 
agreement  and  he  will  do  this  very  quickly.   The  agreement 
will  include  only  the  well  acreage  as  platted  with  the 
State,  and  the  stipulations  should  be  similar  to  those  in 
the  compensatory  royalty  agreement  dated  February  2,  1990. 
Mr.  Voytas  did  not  have  a  copy  of  the  agreement  at  the 

however,  he  was  to  mail  a  draft  copy  to  SOOGA  as 


meeting,  iiuncvcr  , 

soon  as  he  returned  to  Bedford.   At  this  writing 

seen  the  draft  copy. 
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2)  There  will  be  operatina  permits  for  operations  of  these 
walls,  similar  to  what  we  now  have  on  reverting  leases.   ft 
copy  of  this,  too,  should  be  forthcoming.   If  storage 
facilities,  pipelines,  or  other  equipment  is  on  the  present 
lease,  but  not  on  the  acreage  covered  under  the  compensatory 
agreement  it  will  be  covered  under  the  operating  permit.   I 
have  not  seen  a  copy  of  this  operating  permit,  either. 

3)  New  oil  and  gas  leasing  will  take  place  and  Mr.  Voytas 
suggests  a  sale  could  be  held  in  one  year;  ftpril  1991.   If  a 
reverting  lease  owner  wants  his  acr^eage  put  up,  even  though 
it  will  not  revert  for  some  yearns,  he  can  request  that  the 
a.cy^eAqe    be  put  up  as  a  future  interest  lease.   In  this  way 
an  operator  will  not  have  to  wait  until  reversion  to 
determine  whether  or  not  he  can  continue  to  operate  the 
lease.   This  will  also  include  the  remaining  acreage 
surrounding  acreage  covered  by  a  compensatory  agreement. 

A)    Mitchell  Energy  acreage  should  be  made  available  for 
lease  sale  as  early  as  September  or  December  of  this  year. 

5)  Mr.  Voytas  advises  that  the  concern  and  reason  for  the 
cancellation  of  the  ftpril  11  lease  sale  and  approval  of  the 
February  2  compensatory  agreement  was  due  to  the  6.2  area 
under  the  Wayne  liZi  year  plan.   He  expressed  that  a  sale  or 
agreement  for  acreage  within  the  6.2  Area,    would  most 
probably  result  in  an  appeal  or  a  stay  of  action.  The  study 
to  be  done  will  cover  the  area  looked  at  as  6.2  and  the  plan 
amendment  would  only  be  to  remove  or  make  a  new  designation 
of  such  area.   Mr.  Voytas  indicated  that  the  Forest  Service 
had  made  a  mistake  in  placing  the  6.2  area  for  the  HZi  year 
plan. 

Mr.  Voytas  said  that  local  area  representation  would  be 
included  in  the  6.2  area  study  and  would  have  a  voice  in  any 
decision  to  amend  the  plan. 

6)  Mr.  Voytas  said  the  Wayne  National  Forest  and  his 
administration  are  committed  to  the  leasing  and  development 
of  oil,  gas  and  other  minerals  and  that  he  would  work  with 
Southeastern  Ohio  to  do  so. 


7)    Mr.  Voytas  said  that  the  Wayne  National  Forest  and  his 
administration  were  committed  to  a  good  working  relationship 
between  the  Forest  Ser^vice  and  the  oil  and  gas  industry. 
Mr.  Voytas  said  he  would  start  as  soon  as  possible  in 
establishing  this  relationship  ft'om  the  top  of  his 
administration  down.   He  expressed  that  he  would  like  to  see 
the  same  harmony  as  the  ftctivity  Review  Team  described  in 
FSM  2830  in  October  19,  1987. 


8)    Mr.  Voytas  said  that  to  omit  news  releases  and  legal 
notices  fron  the  Marietta  Times  and  Monroe  County 
newspapers,  as  mentioned  in  his  letter  of  February  9,  1990, 
was  an  unintentional  mistake.  All  legal  notices  and  news 
release  will  appear  in  the  Marietta  Times  and  Monroe  County 
newspapers  beginning  immediately. 

Again,  I  feel  we  owe  Congressman  McEwen  a  great  deal  of 
thanks  for  his  efforts  on  this  issue.   If  the  commitments 
made  by  Mr.  Voytas  are  followed  through,  there  may  not  be  a 
need  for  H.  R.  £5131,  introduced  by  Mr.  McEwen. 

We  should  also  thank  Congressman  Clarance  Miller  whose 
legislative  aide  from  Lancaster,  Mr.  John  Smith,  was  in 
attendance  at  this  meeting. 

I  have  enclosed  a  copy  of  a  presentation  which  was  made 
by  Southeastern  Ohio  Oil  &■  Gas  Association  at  the  meeting 
reported  herein. 


Sincerely, 


>-^ 
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Dan  Thompson 
Federal  Affairs 
Subcommittee  Chairman 
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The  following  presentation  was  made  by  SOOGPi'  s  Federal 

ftf  fai^^vjUomraitt  ee  at  a  meeting  regarding  reverting  lease  and 

fuVi^^^^ale  sal 


>B  M^amx:    ,«^es,  held  Pipril  S3,  1990  in  Nelsonville,  QH. 
di,ng  were  Congressman  Bob  McEwen,  Francis  J.  Voytas  and 
Hai'T^er  among  others. 


Oil  and  gas  has  been  produced  in  Southeastern  Ohio  for 
over  13i3  years.  As  long  as  17iZi  years  ago,  in  1819,  oil  was 
discovered  within  cKd  miles  of  the  Marietta  Unit  of  the  Wayne 
National  Forest  .  However,  at  the  time  the  significance  of 
the  discovery  was  not  realized.  4iZi  years  later  the  Drake 
well  was  drilled  in  Pennsylvania  and  production  of  oil  and 
gas  in  southeastern  Ohio  followed  soon  thereafter.  By 
comparison  the  Wayne  is  a  newcomer  to  Southeastern  Ohio. 
The  first  tract  was  purchased  in  the  mid  193i2is  and  the  Wayne 
was  officially  established  on  October  1,   1951- 
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Oil  and  gas  are  a  vital  part  of  the  cultural  resources 
of  Southeastern  Ohio  and  the  Forest  Service  is  required  by 
law,  regulation  and  presidential  executive  order  to  protect 
and  enhance  the  same.  The  oil  and  gas  industry  also  plays 
a  vital  part  in  the  economics  of  communities  dependent  on 
the  Wayne  National  Forest.  "^  A  mission  of  the  Forest 
Service  is  to  encourage,  facilitate  and  administer  the 
orderly  exploration,  development  and  production  of  mineral 
resources  to  help  meet  the  present  and  future  need  of  the 
nat  ion.  ^ 

Since  the  193i2is  the  U.S.  Forest  Service  has  been,  and 
is  purchasing  tracts  of  land  within  the  boundaries  of  the 
Wayne.  In  many  cases,  especially  during  the  early  days  of 
acquisition,  landowners  were  hesitant  to  sell  mineral 
rights.  With  oil  and  gas  being  actively  developed  in  the 
area,  those  rights  represented  a  potential  continuing  income 
from  royalty.  It  was  not  uncommon  for  an  oil  and  gas 
producer  to  actually  own  the  land  on  which  wells  might  be 
drilled,  however,  ownership  .  of  the  surface  was  not  as  of 
much  interest  as  ownership  of  the  mineral  rights. 
Therefore,  selling  the  surface,  while  reserving  the  mineral 
rights  for  a  specified  number  of  years,  made  the  offer  of 
government  purchase  more  attractive  to  the  landowner.  The 
Forest  Service  used  this  method  to  purchase  many  tracts  as 
this  was  often  the  only  way  a  landowner  would  be  willing  to 
sell. 


^Journal  of  Forestry.  Voluie  80,  No.  7,  July  1982 

^Draft  Environiental  Inpact  Statenent.  1986,   pages  3-28 
•^Draft  Resources  Planning  Act.  1990.  page  52 
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Following  these  govet^nment  purchases  of  surface  with 
mineral  reservations,  producers  were  led  to  believe  that 
upon  reversion  of  the  mineral  rights  after  the  specified 
number  of  years,  the  royalty  payments  would  simply  revert 
from  the  previous  owner  to  the  government.  Wells  producing 
oil  and  gas  would  continue  to  be  operated  and  the  lease  on 
such  mineral  rights  would  continue  to  be  held  by  the 
producer  of  such  wells.  This  belief  was  based  on 
information  provided  by  the  Forest  Service.  Such  belief  was 
also  a  basis  in  continued  development  and  production  of  oil 
and  gas  on  tracts  of  ground  within  the  Wayne  boundaries. 
During  early  1387,  however,  the  Bureau  of  Land  hanagement 
dropped  a  bombshell  which  has  a  devastating  impact  on  the 
oil  and  gas  industry  in  Southeastern  Ohio.  The  BLM  stated 
that  as  (Minerals  rights  reverted  to  the  government  under 
these  tracts,  the  lease  would  be  auctioned  to  the  highest 
bidder;  which  contradicts  everything  the  Forest  Service  has 
been  suggesting  for  several  years.  According  to  the  BLN  the 
operator  of  a  well  on  a  reverting  lease  would  be  responsible 
to  negotiate  with  the  successful  bidder  concerning  the  sale 
of  equipment  on  such  well,  or  would  have  to  remove  the 
equipment. 

The  Southeastern  Ohio  Oil  and  Gas  Association  opposes 
this  action  by  the  E<Ln  and  upon  learning  of  such  began 
efforts  immediately  to  protect  the  investments  made  in  these 
leases  by  the  current  operators. 

A  Forest  Service  Activity  Fv'eview  Team  visited  the  Wayne 
on  July  15,  1987  to  review  reserved  and  outstanding  mineral 
rights.  The  activity  review  results,  FSN  £830,  dated 
October  19,  1987  were  signed  by  Floyd  riarita.  Regional 
Forester.  The  review  suggested  on  pages  3  and  A  that  the 
Forest  Supervisor  will  recommend  to  BLN  that  the  existing 
mineral  riglits  operator  be  given  priority  status  in 
continuing  as  existing  operator  upon  reversion  of  mineral 
rights.  It  also  suggests  that  future  Marietta  Unit  land 
acquisitions  on  which  mineral  right  are  reserved  by  the 
seller  for  a  period  of  years,  should  be  structured  so 
production  rights  can  be  extended  beyond  the  expiration  date 
of  the  reversion.^ 
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Early  in  1989  Mr.  Voytas  began  making  press  releases 
that  a  lease  sale  of  acreage  in  the  Wayne  would  take  place. 
Releases  referring  to  such  sale  were  made  regularly,  I  am 
aware  of  those  dated  February  £3,  July  11  and  August  31; 
there  may  have  been  others.  Each  release  told  that  the 
Forest  Service  was  compiling  acreage  to  be  included,  or  that 
some  other  process  was  taking  place  to  prepare  for  the  sale, 
but  was  not  quite  completed.  It  seems  the  studies  and 
information  needed  were  endless.  In  late  January  or  early 
February  of  1990  a  date  of  ftpril  11,  1990  was  announced  for 
the  lease  sale.  The  sale  was  to  be  held  in  Columbus,  OH  and 
would  include  some  of  the  reverting  rights  acreage.  This 
announcement  provided  hope  to  operators  that  at  least  some 
would  get  an  opportunity  to  bid  on  their  own  leases,  with  a 
chance  at  lease  to  maintain  control  of  that  investment. 
That  hope  was  put  on  hold  ,  however,  during  the  first  few 
days  of  February. 

Mr.  Barker,  District  Ranger,  Wayne  National  Forest, 
Athens,  OH,  was  made  aware  of  the  BLM  offered  compensatory 
royalty  agreement  during  the  first  of  February.  Mr.  Voytas 
was  also  made  aware  of  that  situation,  and  a  decision  was 
quickly  made  that  no  leases  would  be  made  within  the  Wayne. 
The  BLM  takes  the  position  that  if  the  Forest  Service  will 
not  agree  to  lease,  the  compensatory  royalty  agreement 
cannot  be  offered.  Suddenly  all  progress  in  settling  this 
issue  ground  to  a  halt. 

Southeastern  Ohio  Oil  and  Gas  Association  is  amazed 
by  the  delays  encountered  at  every  hint  of  progress  toward  a 
settlement  of  this  situation.  Members  of  SOOGA'  s 
Governmental  Affairs  Committee  requested  a  meeting  at  the 
Forest  Service's  Bedford,  IN  office  and  attended  that 
meeting  on  Febv'uary  £'6,  1990.  Presented  in  that  meeting 
were  comments  that  the  percentage  of  acreage  cited  under  the 
present  Wayne  10  year  plan  were  only  7S,  but  that  percentage 
would  increase.  We  were  informed  that  due  to  this,  an 
environmental  impact  study  (EIS)  needed  to  be  done,  and  that 
the  Wayne  plan  may  need  amended.  We  were  told  that  the 
Bedford  office  would  give  notice  on  the  compensatory  royalty 
agreementwithinE*  weeks. 
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Within  the  Record  of  Decision,  Final  Environmental 
Irapact  Statement  for"  the  Wayne  National  Forrest  ,  which  was 
signed  by  Floyd  J.  Mar^ita  on  Januar-y  4,  1968,  the  statement 
is  made  on  page  4  : 

"The  env  ir"onment  al  consequences  of  the  for-est  plan  and 
the  alternatives  to  it  have  been  studied  thor^ough  1  y.  "° 

Page  B3,  Table  B-1  of  the  Final  Env  ir^onmental  Impact 
Statement  for"  Wayne  National  For"est  shows  that  the  planning 
team  and  Mr".  Voytas  wer"e  awar"e  of  the  per^centage  of  acr"eage 
owned  and  contr"olled  as  it  concer"ned  r"ever"ting  miner"als 
rights,  at  the  time  of  planning,  thr"ough  the  10  year  span 
cover"ed  by  the  plan,  and  thr"ough  the  year"  2005. 
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"Record  of  Decision,  Final  Environniental  lapact  Stateient,  Wayne 
National  Forest,  January  A,  1988,   page  4 


li.   ■! 


There  is  no  further  need  for   study! 
ftgaxn  -  delay  tactics! 

The  compensatory  royalty  agreement,  dated  February  £, 
1990  is  just  and  is  a  fair  settlement  to  a  bad  situation  for 
all.  Wells  drilled  on  reverting  leases  are  covered  by 
protective  stipulations  within  the  special  use  permit  which 
were  obtained  at  the  time  of  drilling  and  are  already  in 
effect.  The  compensat  OY-y  royalty  agreement  also  has 
regulation,  and  the  Wayne  HZi  year  plan  adequately  protects 
all  aspects  of  the  environment. 

The  Southeastern  Ohio  Oil  and  Gas  Association  requests 
that  Mr.  Voytas,  the  forest  Supervisor  of  Wayne-Hoos i er 
National  Forest  take  the  following  action  immediately. 

1.  Stop  the  deadly  delay  tactics  of  his  administration. 
These  tactics  place  a  cumbersome  bur^den  on  the  culture  and 
economic  well-being  of  Southeastern  Ohio. 

2.  Notify  the  BLM  that  the  compensatory  royalty  agreement, 
dated  February  £,  199iZi,  be  allowed  for  all  leases  that  today 
have  producing  wells,  further  that  the  agreement  be  accepted 
in  the  form  as  submitted  on  February  £,  1990. 

3.  The  Wayne  National  Forest  stop  purchasing  land  with 
severed  mineral  rights,  unless  there  is  a  reasonable  clause 
of  extension  for  production  of  minerals  at  the  date  of 
rev  i  5  i  on. 

4.  The  present  Wayne  10  year  plan  continue  in  its  present 
form  with  no  amendments.  This  form  was  written  by  the 
government,  elected  to  represent  the  people. 

5.  Mr.  "Joytas  and  his  administration  put  forth  an  effort 
to  establish  a  working  relationship  with  the  citizens, 
community  and  industry  as  described  in  the  Forest  Team 
Report  of  October  19,  1987,  prior  to  Mr.  Barker's  arrival. 


6. 


We  request  these  actions  put  taken  within  cl    weeks. 


I  would  like  to  let  Mr.  Voytas,  and  all  of  you  know 
that  the  oil  and  gas  industry  and  the  citizens  of 
Southeastern  Ohio  are  Just  as  concerned  about  the  condition 
of  the  environment  as  yourself  or^  any  environmental  group  in 
the  U.S..  We  live  in  Southeastern  Ohio  by  choice!  Perhaps 
you  should  visit  outside  the  Athens  office  to  see  where  we 
oil  and  gas  industry  has  worked  side  by  side  with 
Service  for  many  yearns  prior  to  the  arrival  of 
and  Mr.  Voytas.  We  have  done  so  in  harmony, 
managing  the  forest  for  the  benfit  of  ALL.  I  suggest  to  you 
that  it  can  be  that  way  again. 


live.  The 
the  Forest 
Mr.  Barker 
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Dear  Mr.  Abing, 
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May     14,      1990 


Francis  J.  Voytas 
Forest  Supervisor 
Wayne-Hoos 1 er  National  Forest 
811  Constitution  Plve. 
Bedford,   IN   47421 


Mr.  Voytas, 

Representatives  of  Southeastern  Ohio  Oil  &  Gas 
Pssociation  have  reviewed  copies  of  the  following  draft 
docunents  provided  by  your  office:   Compensatory  Royalty 
ftgreeaent,  Special  Use  Permit,  and  Coordination  Requirements 
and  Stipulations  for  Oil  and  Gas  ftctivities. 

Page  4  of  the  Compensatory  Royalty  Agreement 
contradicts  page  1  of  that  agreement.    The  Special  Use 
Per«it  draft  is  an  extreme  change  from  the  current  special 
use  permits  which  cover  wells  drilled  on  reverting  leases. 
Implementation  of  the  Stipulations  for  Oil  and  Gas 
Activities  will  cause  such  a  cumbersome  burden  that  we  feel 
further  development  or  operation  of  wells  on  these 
properties  will  be  economically  impossible. 

Members  of  SOOGA  which  attended  the  Nelsonville,  Ohio 
meeting  of  April  23,  1990  feel  that  these  drafts  are  a 
complete  change  of  direction  'from  the  statements  you  made 
during  that  meeting.   i-Js    request  that  you,  Mark  Theisen  and 
other  members  of  your  administration  come  to  the  Marietta 
area  for  a  meeting  in  which  we  can  discuss  parts  of  these 
drafts  that  we  feel  need  changed.   You  should  contact  me 
concerning  the  time  and  place  of  such  a  meeting. 


"A^' 7  1990   iL 


Si  ncere 1 y, 


BUREAU  OF  LAND  MANAr-ci^c.,^ 


P.  O.  BOX  4013,  MARIETTA.  OHIO     45750 


Dan  Thompson 


TELEPHONE   (614)   373-6337 


>  ( 


Reversions  of  Producing  Oil/Gas  Wells  to  U.S.A.  Mineral  Ownership    'I  ^/y^^ 

(Wayne  National  Forest) 


The  NR-Group  met  to  discuss  this  subject  and  to  develop  policy  on  how  to  best 
balance  the  needs  of  the  private  operator  with  those  of  the  public  land 
managers.  Attendees  in  addition  to  the  NR-Group  included:  Mike  Danaher  and 
Conrado  Alaraario  from  OGC;  Chris  Hanson  and  Tim  Abing  from  BLM;  Jack  Craven  and 
Jack  Jacks  from  LWM;  and  Chuck  Myers  from  PPB. 

Discussions  concluded  with  the  following  consensus  reached:  The  Forest  should 
continue  to  implement  their  Forest  Plan,  the  stated  intent  of  which  is  to  have 
existing  operations  continue  after  reversion,  unless  there  is  cause  for  them 
not  to.  The  Forest  Supervisor  needs  to  consider  each  reversion  separately  and 
specifically,  and  make  a  Forest  Plan  consistency/compatibility  determination. 

If  the  determination  is  positive,  then  the  Forest  Supervisor  should  issue  a 
special  use  permit  to  authorize  the  surface  occupancy.  BLM  in  turn  will 
execute  a  Compensatory  Royalty  Agreement  for  only  the  20  acres  around  the  well, 
to  ensure  proper  collection  of  Federal  monies.  The  Compensatory  Royalty 
Agreement  and  the  Special  Use  Permit  will  be  so  worded  that  they  are  linked 
together.  In  other  words,  neither  authorization  will  be  valid  without  the 
other. 

NEPA  requirements  were  discussed  and  it  was  concluded  that  the  extension  of  a 
right  to  continue  an  existing,  compatible  land  use,  fell  into  the  "Categorical 
Exclusion"  framework  of  administrative  actions  even  though  the  authorities 
allowing  such  surface  uses  have  changed.  Chuck  Myers  from  PPB  agreed  to 
provide  more  details  on  how  the  Forest  should  complete  the  administrative 
record. 


The  final  details  of  the  Compensatory  Royalty  Agreement,  Special  Use  Permit, 
and  NEPA  will  be  coordinated  between  BLM,  LWM,  PPB,  and  the  Forest.   Jack  Jacks 
from  LWM  will  take  the  lead  for  the  R.O. 

The  group  considered  the  option  of  not  authorizing  any  production  after 
reversion,  pending  completion  of  the  proposed  Forest  Plan  and  E.I.S.  revision 
and  resolution  of  the  Ohio  Environmental  Council  Appeal.   This  option  was  not 
selected  because  it  would  create  a  'trespass'  condition  and  action  would  have 
to  be  taken.  Such  actions  would  require  considerable  time  and  effort  for  OGC, 
District,  Forest,  and  R.O.  personnel  to  force  removal  of  facilities;  it  would 
result  in  temporary  environmental  disturbance  to  remove  and  rehab  sites  and 
roads;  and  it  would  likely  adversely  affect  our  working  relationships  with 
previous  mineral  owners  which  in  turn  could  affect  other  operations  elsewhere 
on  the  Forest.  Also,  stopping  operations  on  reverting  minerals  would  be 
inconsistent  with  the  intent  of  the  Forest  Plan  as  stated  in  the  Record  of 
Decision  (see  ROD,  pg.  23). 

Therefore,  it  was  concluded  that  production  could  be  continued  where  it  was 
compatible/consistent  with  the  Forest  Plan.  During  the  current  Forest  Plan  and 
E.I.S.  revision,  this  subject  of  reversions  will  be  considered  further.  A 
decision  will  then  be  made  on  how  to  best  address  reversions,  i.e.  Federal 
Leases;  Comproyalty  Agreement  and  Special  Use  Permits;  or  modifying  regulations 
to  allow  for  Future  Interest  Leases.  Some  combination  of  all  these  appears  to 
have  merit. 
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Forest.  Cther  participants  in  rne  a:ae~inQ  i^ere  tne  Forest 
Superviao"  and  vario'ijs  support  staff  as  well  as  several  rrie.i.bers  of 
the  Soatf-isast  Ohio  Gil  and  Gas  Association  iSGGGHj. 

SOCGA  was  opposed  to  tne  F3  decision  to  not  lease  any  additional 
acreage  in  z~<e;  wayne  N.F.  until  a  najo'^  ainencment  to  trie  "^orest  £15 
was  coiTiDleted.    Among  other  things  tney  feared  that  a  delay  in 


reversion 


i-^x.    n  rt  □ 


producing  wells  and  the  wells  would  ha\'^    to  b? 


shut-in  until  the  EIS  amend/Tient  was  completed. 

At  this  point,  I  explained  how  the  compensatory  royalty  procedure 
could  be  used  even  if  a  lease  sale  were  not  to  be  irimed  la  tel  y  neld. 
I  e'-!plained  that  tne  agreement  would  stictly  oe  limited  to  Tine 
act'Bag^  committed  to  Lne  existing  well  by  State  spacing.  Tne 
surface  disturbance  associated  with  tne  wieil  was  a  p--eexisting 
condition  and  should  f"; a ■- •  e  already  been  adequatel>'  addressed  Dy  ti"; e 
present  Forest  Plan.       -   ■    i 

The  Forest  Supervisor  pledged  to  fu^'thsr  in\'estigate  tne  proposal 
and  assured  3GGBA  thai,  it  also  wais  the  desire  of  ^he  Forest  Service 
to  facilitate  the  continued  production  from  t.'-'.e  affected  wells  if 
it  were  possiole  within  the  regulatory  framework  of  2Li'l  and  the  F3. 
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United  States  Department  of  the  Interior 

BUREAU  OF  LAND  MANAGEMENT 

EASTERN  .'STATES  OFFICE 

550  SOUTH  PICKETT  STREET 

ALKXANDRIA.  VIRGINIA  22.*104 


3i00(97n)SFC 


MenoraQdum 


JAN  1  0  1990 


To:       Aasista-nt  Dlgcrlcc  Kaaager,  Milwaukee 
From:     Deputy  State  Director,  Mineral  Resources 
Subject;  Ohio  Oil  and  Gas  Sale 


Aa  Indicated  to  you  by  telephone  today,  the  subject  sale  Is 
scheduled  for  April  18,  1990.   As  such,  It  is  Incumbent  chat  you 
Inunedlately  contact  those  operators  whose  current  noa-Pederal 
leasehold  Interests  have  or  will  expire. 

It  ic  important  that  they  apply  pronptly  to  the  Eastern  States 
Office  (ESO)  for  the  dliscussed  "conpecsatory  royalty  agreement"  so 
aa  to  protect  production  from  their  low  yield  units  on  the  future 
Interest  leaseholds.   In  the  absence  of  such,  we  will  post  total 
parcel  acreage  on  the  competitive  sale  list. 


This  office  stands  ready  to  promptly  process  the  documents  subject 
to  pending  Forest  Service  consent  and  NE?A  clearance.  Please  keep 
in  touch. 


fTlBJ^i 


EXCELLENCE  IN  SERVICE  THRODGfl  COMMIl'MENT  AKD  TKNOVATION 


BLM  COMMITTEE 

Dan  Thompson,  Chairman 

c/o  Carlton  Oil  Corporation,  102  Carlton  Drive,  Newport,  OH 

(614)   473-2629  ■'^}=-riMy.  ■'.  .■-:  <-^'^^v.^->^^^^^^^^ 


Tim  Abing 

BLM  Milwaukee  District  Office 

P.O.  Box  631 

Milwaukee,  Wisconsin   53201-0631 


Dear  Tim 


i  bUHEAU  OF  LAND  MANAGE  V.EN'Tj 
;     MiL'vVAUKFE  DISTRICT  G^■F(CE 


This  letter  is  a  follow-up  to  our  recent  conversations.  I  have  contacted 
the  members  of  our  committee  and  the  following  is  a  consensus  of  their  opinions. 

We  are  keeping  an  open  mind  to  your  proposed  solution  to  the  reverting 
mineral  question  and  these  comments  are   approaches  we  feel  would  be  fair  to 
all  and  maximize  the  long  term  benefits  to  the  government  and  its  citizens: 

1.  If  our  members  would  agree  to  go  forward  with  the  agreement  you  have  drafted  .. 
we  feel  that  all  wells  on  tracts  where  the  versions  will  occor  should  be 
taken  care  of  in  the  same  way  at  one  time  -  say  within  the  next  6  months.   -;:; 

2.  If  the  agreements  are  executed  by  the  well  owner  and  the  government,  all 
the  excess  acreage  on  tracts  involved  with  the  problem  wells  should  be 
put  up  for  a  lease  sale  within  the  next  8-12  months  where  the  current 

owner  of  the  problem  wells  would  request  such  a  sale.  .  ■  . 

3.  If  such  a  sale  as  described  in  2  above  cannot  be  held  in  an  expeditious  '   V 
manner,  then  in  the  alternative,  the  entire  tract  should  be  covered  by 

your  proposed  agreement.  There  is  considerable  merit  for  this  alternative 
solution  in  that  a  piecemeal  subdivision  of  these  various  tracts  would 
be  avoided.  If  these  tracts  become  subdivided  and  "gerrymandered"  the 
administrative  cost  and  burden  to  the  United  States  will  be  increased 
and  such  subdivision  could  create  impediments  to  future  development.      ■.::., 
;■   You  may  recall  that  a  number  of  tracts  in  several  recent  sales  received  no 

bids  primarily  due  to  the  lease  geometry  which  was  such  that  no  lease  operators 
or  even  speculative  bidders  felt  they  were  worth  even  the  minimum  bid  price. 

If  this  alternative  can  be  adopted,  we  feel  there  is  a  consensus  on  some 
sort  of  payment  schedule  for  the  undeveloped  acreage  not  associated  with 
the  original  drilling  unit  associated  with  a  problem  well. 

4.  We  feel  that  the  acreage  attributed  to  a  problem  well  in  your  draft  agreement  ;.; 
in  accordance  with  the  original  drilling  unit  should  encompass  all  subsurface  '■ 
rights.  This  is  because  damage  would  most  likely  result  to  the  original 

well  by  the  drilling  of  another  well  on  a  20  acre  unit  by  another  operator  ■ 
seeking  to  exploit  the  "deep  rights"  which  he  had  acquired  by  lease  sale. 
While  some  language  can  be  drafted  in  the  lease  sale  to  supposedly  prevent 
this  damage  situation,  the  problem  is  very  real  and  cannot  be  easily  solved, 
particularly  with  the  naturally  fractured  and  sensitive  reservoirs  commonly 
found  on  the  Wayne. 
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5.  There  is  considerable  precedent  for  an  allocation  of  rights  based  on  a 
radius  basis  around  existing  wells.  On  a  number  of  tracts  with  reverting 
mineral  rights,  there  are  provisions  for  extensions  of  vendor's  rights  where 
production  continues  up  to  and  past  the  point  of  reversion.  This  is  often 
applied  to  all  acreage  of  the  subject  tract  within  a  radius  of  1320  feet.  , 
This  concept  could  be  applied  to  the  problem  wells  and  would  be  an     ,;  !i'. : 
'  economic  and  practical  alternative  to  the- sometimes  peculiar  shape  of  v.-'.; 
the  shape  of  the  original  drilling  plat  which  was  hastily  drafted  to 
-  satisfy  the  peculiar  spacing  concepts  of  the  Ohio  Division  of  Oil  and     -"•' 
'  Gas  which  really  doesn't  recognize  the  development  problems  involved  in 
operating  in  hilly  terrain,  ffj. :/•;::::■;;;■■       ■:-•■;•>:.'  ■'  ■  ^ 


Upon  checking  with  Congressman  McEwen's  office,  we  were  informed  that   ■ '■;  '■•  ' 
the  proposed  legislation  did  not  die  when  Congress  recessed.  In  fact,  we 
understand  that  hearings  may  be  held  in  the  early  part  of  1990.  : 

You  can  see  that  there  are  a  number  of  points  that  merit  additional 
discussion  and  work.  We  would  greatly  appreciate  the  opportunity  to  meet 
with  you  and  Chris  Hansen  or  any  other  interested  personnel  here  in  Ohio  so 
that  we  might  work  towards  an  acceptable  resolution  for  all  parties. 

If  we  could  resolve  all  of  the  issues  relative  to  all  of  the  few  problem 
wells,  the  whole  situation  for  which  we  have  sought  a  legislative  solution  would 
probably  be  a  moot  point  and  we  all  could  go  on  to  other  more  rewarding  activities. 

Your  assistance  in  getting  the  discussion  to  this  point  is  greatly  appreciated, 
and  we  look  forward  to  working  with  you  and  other  BLM  people  to  completely 
resolve  the  problem. 


Sincerely, 


^^^ 


Dan  Thompson 

BLM  Committee  Chairman 
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DEPARTMENT  OF  THE  INTERIOR 
Bureau  of  Land  Management 
Milwaukee  District  Office 
310  West  Wisconsin  Avenue 

P.O.  Box  631 

Milwaukee,  Wisconsin     53201-0631 

030 :TA 
3100 

DEC  1  1989 
Memorandum 

To:     State  Director  (910)  (970)  (971)  (972) 

From:    Assistant  District  Manager  for  Fluid  Minerals,  Milwaukee 

Subject:  Application  of  "Restricted"  Compensatory  Royalty  Agreements  to  ^ 

Developed  Mineral  Reversions  Within  The  Wayne  National  Forest  fe 

The  Milwaukee  District  Office  strongly  recommends  that  the  Eastern  States  '^■ 

Office  negotiate  "restricted"  compensatory  royalty  agreements  (CRA's)  with  1;^^ 

operators  of  developed  mineral  reversions  principally  on  the  Wayne  National 
Forest.  This  action  should  be  taken  in  lieu  of  BLM's  current  approach  of 
competitively  leasing  the  affected  mineral  interest.  We  feel  these  agreements 
will  serve  the  public  interest  by  minimizing  BLM's  cost  to  administer  these 
wells  while  allowing  for  the  maximum  economic  recovery  of  the  hydrocarbon 
resources. 

While  developing  this  recommendation,  we  have  encountered  two  major 
misconceptions  that  have  hindered  resolution  of  this  matter  and  are  clarified 
herein.  First,  operators  of  developed  mineral  reversions  have  never  had  an 
opportunity  to  obtain  a  noncompetitive  future  interest  lease  prior  to 
enactment  of  the  Federal  Onshore  Oil  and  Gas  Leasing  Reform  Act  (FOOGLRA). 
Prior  to  FOOGLRA,  if  a  mineral  reversion  contained  a  producing  well,  it 
automatically  was  classified  as  a  Known  Geologic  Structure  (KGS)  and  if  it 
were  to  be  leased,  it  had  to  be  offered  competitively.  •  Therefore,  the  same 
dilemma  for  the  affected  operators  existed  before  FOOGLRA  and  remained 
unchanged  after  its  passage.  Second,  it  is  not  mandatory  that  developed 
mineral  reversions  be  offered  for  competitive  leasing.  Language  in  both  the 
Acquired  Lands  Leasing  Act  of  1947^  and  FOOGLRA^  suggest  leasing  to  be  a 
discretionary  action,  performed  when  such  action  is  clearly  in  the  public 
interest.  Secretarial  authority  exists  to  implement  other  administrative 
alternatives  to  leasing  when  circumstances  dictate-^.  We  believe  such 


^30  U.S.C.  352  states  that  mineral  deposits  on  acquired  lands  "may  be  leased 
by  the  Secretary". 

^Section  5102  of  the  Federal  Onshore  Oil  and  Gas  Leasing  Reform  Act  of  1987 
amends  the  Mineral  Leasing  Act  of  1920  (30  U.S.C.  226(b)(1)  to  read,  "All 
lands  to  be  leased..." 

^See  30  U. S.C. 226(a) ,  (g),  and  Notes  of  Decisions  Nos.  5,  6  and  7. 


Excellence  in  Service  Through  Commitment  and  Innovation 


C  :  '  ' 


Secretarial  discretion  is  warranted  because  the  circumstances  surrounding 
developed  mineral  reversions  are  unique  and  not  specifically  addressed  in  any 
law  or  regulation  currently  available  to  the  BLM.  The  Solicitor's  Office 
cautioned  that  any  that  any  alternatives  should  not  give  the  perception  that 
they  are  simply  a  means  to  circumvent  the  law  and  Congressional  intent.  A 
comprehensive  documentation  of  the  circumstances  and  the  benefits  to  be 
derived  from  the  use  of  a  "restricted"  CRA  demonstrates  that  this  approach  is 
both  defensible  and  justifiable. 

Thus,  given  the  legal  authority  to  pursue  an  alternative  to  leasing,  the  task 
at  hand  is  to  provide  exacting  justification  for  the  course  of  action.  The 
basis  for  our  justification  and  the  main  reason  developed  mineral  reversions 
became  an  issue  in  the  first  place  is  economics.  The  wells  that  would  benefit 
from  a  "restricted"  CRA  are  producing  at  extremely  low  volumes  that  even  the 
slightest  extra  expense  will  deprive  the  United  States  of  the  meager  monetary 
returns  received  from  these  wells.  We  must  decide  how  much  effort  and  expense 
the  Federal  Government  is  willing  to  accept  to  collect  an  estimated  $500  per 
well  per  year  in  royalties,  with  many  wells  generating  much  less. 

The  following  analysis  provides  the  "costs"  of  competitively  leasing  these 
reverting  mineral  interests  versus  the  "benefits"  of  implementing  the 
"restricted"  CRA.  The  relative  costs  presented  here  should  be  gauged  against 
the  average  annual  royalties  collected  for  each  v/ell  plus  prorated  rental  and 
bonuses: 

Competitive  Leasing  Option 

1.  The  Minerals  Adjudication  Section  estimates  that  the  average  cost  to  hold 
a  lease  sale  is  $188,250.  Assuming  an  average  of  350  parcels  per  sale,  it 
will  cost  BLM  $537  per  parcel  to  lease; 

2.  Typically,  there  is  a  lengthy  delay  from  the  date  of  reversion  to  the  date 
a  lease  sale  is  actually  held.  During  this  time,  the  involved  well  must 
remain  shut-in,  depriving  the  Government  of  royalty  income.  Past  cases  of 
developed  mineral  reversions  in  southeastern  Ohio  have  averaged  five  years 
between  reversion  and  lease  sale  date.  This  translates  to  $2,500  in 
foregone  royalty.  It  should  be  noted  here  that  some  wells  may  remain 
shut-in  even  after  a  Federal  lease  is  issued.  This  occurs  when  the  well 
owner  is  not  the  successful  bidder  on  the  lease  and  an  agreement  to  allow 
the  well  to  continue  producing  cannot  be  reached  between  the  two  private 
parties. 

3.  Many  wells  in  southeastern  Ohio  react  negatively  to  long  shut-in  periods. 
Interrupting  the  flow  of  hydrocarbons  can  cause  a  buildup  of  sediments  or 
fluids  in  the  wellbore  that  may  either  reduce  or  prevent  the  recovery  of 
hydrocarbons  once  production  is  resumed.  Because  of  the  small  volume  of 
recoverable  reserves  and  the  low  production  rates,  operators  oftentimes 
find  it  uneconomical  to  perform  the  necessary  "workover"  of  the  well  to 
restore  previous  production  levels.  Thus,  an  extended  shut-in  of  these 
wells  could  cause  premature  abandonment,  forever  losing  the  chance  to 
recover  the  remaining  recoverable  reserves.  Assuming  a  ten  year  producing 
life  after  reversion,  the  Government  would  lose  an  average  $5,000  in 
royalty  income,  the  operator  would  lose  his  working  interest  profit,  and 
the  Nation  would  lose  the  beneficial  use  of  a  domestic  resource. 
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4.  The  agreement  would  horizontally  cover  only  the  specific  drilling  unit  of 
the  involved  well  (typically  10  or  20  acres)  and  vertically  limited  to  the 
depth  the  well  is  presently  completed  in.  The  BLM  would  competitively 
lease  the  remaining  acreage  in  the  drilling  unit  as  well  as  100  percent  of 
the  reverting  acreage  not  committed  to  the  drilling  unit. 

5.  The  operator  will  be  required  to  provide  adequate  bond  coverage  as  a 
condition  of  continued  operation  which  would  not  be  guaranteed  if  the 
tract  were  competitively  leased  to  a  party  other  than  the  operator. 

6.  Working  relations  with  affected  operators  would  not  be  impaired  with  the 
resulting  ripple  effect  benefitting  many  other  aspects  of  Federal  land 
management  in  southeastern  Ohio. 

Summary 

The  bottom  line  is  that  use  of  a  "restricted"  CRA  would  yield  the  same 
monetary  revenue  as  competitive  leasing  with  greater  socioeconomic  returns  at 
a  fraction  of  the  administrative  cost.  This  approach  could  result  in  as  much 
as  an  8.5:1  cost  savings  to  the  Government.  Restricted  CRA's  represent  an 
equitable  compromise  for  all  involved  parties  by  acknowledging  concerns  of  the 
operators  while  still  making  the  vast  majority  of  reverting  mineral  acreage 
available  for  competitive  leasing.   Implementation  of  this  proposal  would  be  a 
demonstration  that  BLM  can  couple  authority  with  innovation  to  efficiently  and 
effectively  manage  mineral  resources. 

A  suggested  "restricted"  CRA  is  attached  for  your  review.  Also  attached  is  a 
copy  of  the  March  27,  1989  staff  report  which  provides  additional  background 
information  on  developed  mineral  reversions  within  the  Wayne  National  Forest. 
We  ask  that  you  provide  this  office  with  a  formal  response  to  the  recommen- 
dation contained  in  this  memorandum  so  that  we  may  brief  affected  operators 
and  implement  appropriate  action  as  soon  as  possible. 
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COMPENSATORY  ROYALTY  AGREEMENT 

No. 

This  Agreement  make  and  entered  into  this  day  of  , 

19 ,  by  and  be-cween  the  United  States  of  America,  through  the 

Secretary   of   the   Interior,   or   his   designated   representative, 

hereinafter  called  "United  States",  and  , 

hereinafter  called  "Operator". 

WITNESSETH: 

WHEREAS,  through  a  mineral  reversion  effective  (date),  the  United 
States  has  acquired  a  one  hundred  percent  (1007.)  mineral  interest 
in  the  lands  described  in  Exhibit  "A",  attached  to  and  made  part 
hereof  . 

WHEREAS,  Operator  certifies  that  he/she  is  the  owner  of  the  (name 
of  well)  completed  in  the  (provide  formation  name  or  depth  to 
producing  zone),  and  located  (provide  legal  description)  on  a 
(10,20,  or  40)  acre  drilling  unit  described  in  Exhibit  "B", 
attached  to  and  made  part  hereof. 

WHEREAS,  said  well  was  drilled  under  the  authority  of  a  private 
lease  issued  after  the  date  the  United  States  acquired  its  future 
mineral  interest  in  the  subject  lands  but  prior  to  the  date  of 
reversion,  the  term  of  the  involved  private  lease  will  expire  upon 
the  date  of  vesting  to  the  United  States. 


NOW,  THEREFORE,  in  consideration  of  the  said  premises  and  covenants 
and  Agreements  hereinafter  contained,  and  of  the  compensation  to 
be  paid  the  United  States  by  the  Operator,  as  hereinafter  provided, 
it  is  expressly  understood  and  agreed  by  and  between  the  United 
States  and  the  Operator,  as  follows: 

ARTICLE  I 


Operator   will   pay   the   United   States   * ,   representing 

compensation  for  the  estimated  bonus  the  United  States  would  have 

received  on  said  acres  had  the  -acre  tract  been  leased 

competitively.  Beginning  with  the  date  of  mineral  reversion. 
Operator  will  pay  to  the  United  States  a  royalty  of  12.57.  of  the 

gross  proceeds  attributable  to  the  said  -acre  tract  based  on  the 

market  value  at  the  well  of  oil  and  gas  produced  (saved  or 
marketed),  used,  or  lost  on  or  off  the  premises  from  the  well 
located  on  said  unit. 


ARTICLE  II 

For  the  purpose  of  coniputing  the  compensation  payable  to  the  United 
States  pursuant  to  the  terms  of  this  Agreement,  the  market  value 
snail  De  computed  in  accordance  with  Departmental  regulation,  Said 
payment  shall  be  made  quarterly  on  or  before  the  last  day  of  the 
calendar  month  following  the  production  period  on  which  such 
payment  is  based.  Each  payment  shall  be  accompanied  by  the 
statement  of  oil  and  gas  produced,  saved  and  marketed  during  the 
period  for  which  payment  is  made.  All  payments  shall  be  made  by 
check  drawn  to  the  order  of  the  Minerals  Management  Service,  P.O. 
Box  25165,  Denver,  Colorado   S0225. 

ARTICLE  III 


The  operator  hereby  agrees  to  furnish  the  Milwaukee  District  Office 
with  evidence  of  well  ownership  and/or  registration  with  the 
appropriate  state  authority,  bonding  with  the  appropriate  state 
authority,  and  a  well  completion  record.  If  the  well  is  not 
registered  or  permitted  with  the  State,  the  operator  agrees  to 
comply  with  all  necessary  requirements  to  do  so. 

ARTICLE  IV 
During  the  life  of  this  Agreement  the  United  States  will  not  issue 
any  oil  and  gas  leases  covering  the  land  described  in  Exhibit  "B". 
Operator  shall  not  deepen  the  involved  well  or  drill  any  additional 
wells  to  deeper  formations  in  said  unit  in  the  absence  of  an  oil 
and  gas  lease  issued  by  the  United  States. 

ARTICLE  V 

This  Agreement  applies   to  and   affects  only   the   tract  of   land 

described  in  Exhibit  "B"  down  to  and  including  the  

Formation  and  is  not  to  be  construed  as  affecting  in  any  manner  any 
right,  title  and  interest  owned  or  claimed  by  the  parties  hereto 
in  and  to  any  other  land. 

ARTICLE  VI 


This  Agreement  shall  become  effective  and 

shall   continue  in   full   force  and  effect  so   long  as  said  unit 
remains  in  force  and  effect. 

ARTICLE  VII 


Operations  on  said  land  described  in  Exhibit  "B"  will  be  conducted 
in  compliance  with  the  rules  and  regulations  for  the  removal  of 
minerals  of  lands  owned  by  the  United  States.  The  United  States 
will  not  acquire  by  this  Agreement  any  right  or  authority  to 
supervise  or  control  the  production  or  marketing  of  oil  and  gas 
from  said  tract,  the  full  power  of  management,  supervision  and 
control  of  Operator's  business  remaining  in  Operator. 


ARTICLE  VI  I  I 

Should  Operator  fail  to  make  any  payment  herein  provided  and  remain 
in  default  for  30  days  after  receiving  written  demands  therefore, 
the  United  States  shall  have  the  right  and  privilege  to  cancel  and 
terminate  this  Agreement. 

ARTICLE  IX 


This  Agreement  and  all  of  its  provisions  shall  be  binding  upon  and 
extend  to  the  heirs,  administrators,  executors,  personal 
representatives,  successors  and  assigns  of  the  parties  hereto. 

ARTICLE  X 


It  is  also  further  agreed  that  no  member  of,  or  delegate  to 
Congress,  or  Resident  Commissioner,  after  his  election  or 
appointment,  or  either  before  or  after  he  has  qualified  and  during 
his  continuance  in  office,  and  that  no  officer,  agent  or  employee 
of  the  Department  of  the  Interior  shall  be  admitted  to  any  share 
or  part  in  this  Agreement  or  derive  any  benefit  that  may  arise 
therefrom,  and  the  provisions  of  Section  3741  of  the  Revised 
Statutes  of  the  United  States,  as  amended  (41  U.S.C.  22),  and 
Sections  431,  432,  and  433,  Title  18,  U.S.  Code,  relating  to 
contracts,  enter  into  and  form  a  part  of  this  agreement  so  far  as 
the  same  may  be  applicable. 

ARTICLE  XI 


Nondiscrimination:  In  connection  with  the  performance  or  vgork 
under  this  agreement,  the  Operator  agrees  to  comply  with  all  of  the 
provisions  of  Section  202  (1)  to  (7)  inclusive,  or  Executive  Order 
11246  (30  F.R.  12319),  which  are  hereby  incorporated  by  reference 
herein . 

IN  WITNESS  thereof.  Operator  has  caused  these  presents  to  be 
executed  in  its  corporate  name  by  its  proper  officials  hereunto 
duly  authorized;  and  the  United  States  has  caused  these  presents 
to  be  executed  by  its  Secretary  of  the  Interior  or  his  designated 
representative,  all  on  the  day  and  year  first  above  written. 


BUREAU  OF  LAND  MANAGEMENT 
UNITED  STATES  DEPARTMENT  OF  THE 
INTERIOR 
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United  States  Department  of  the  Interior 

OFFICE  OF  THE  SECRETARY 
WASHINGTON,  D.C    20240 


S^9  1  4  ]2^' 


Hoaorablo  Bob  McEwen 
Uouae  of  Represantatlves 
Waahlngtoa,  D.C.  20515 

Dear  Bob: 


'  '5  iij» 


Thank  you  for  your  letccr  of  June  21,  1989,  concemias  Federal  oil  and 
gas  future  iateresc  leasing  procedures  required  for  certain  lands  in  Che 
Wayne  National  Forest  in  Oblo,   Tlie  U.S.  Forest  Service  acquired  the 
future  oineral  rights  on  behalf  of  the  United  States  Governiaeat  vith 
reversion  to  occur  at  various  dates  within  the  next  decade. 

1  asked  the  Bureau  of  Land  Manageaent  (BLM)  to  prepare  a  report 
concezraing  the  specific  aspects  of  your  concerns  and  that  report  is 
enclosed.   It  appears  that  the  private  lease  ov/ners,  unfortunately,  were 
not  avare  of  the  passage  of  the  Refona  Act  and  the  significant  changes 
nandated  by  this  law  in  Federal  future  interest  oil  and  ftas  laasing 
requlreaents.   In  accordance  with  the  Refom  Act,  the  subject  lands  now 
aust  first  be  offered  coapetitively,  prior  to  any  of  the  lands  being 
available  for  noncoapetitive  lease  offer.   Tho  BLM  Kastem  States  Office 
has  met  and  worked  with  your  office  and  the  Members  of  the  Southeastern 
Ohio  Oil  and  Gas  Association  concerning  this  natter.   The  special   . 
legislation,  H.R.  2501,  which  you  introduced  will  be  addressed  by  the 
ilouse  CoiiEiittea  on  Interior  and  Insular  Affairs  and  the  Senate  Committee 
on   Energy  and  Natural  Resources  to  dstenatne  its  coupatibility  with  the 
intent  of  the  Refona  Act  and  whether  further  change  to  that  Act  would  be 
ia  the  public  interest  and  benefit  private  leasehold  producers  on  future 
interest  lands  such  as  those  located  in  Monroe,  Moble,  and  Washington 
Counties,  Ohio. 

If-  -wa  can  bj  ox  further  assistance  to  you  in  the  future,  please  lot  lae  . 
kTio\/.  .  , 


Sincerely, 


Enclosure 
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To: 


Secretary 
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/s/ James  M.  Hughes 


Throu3iir<;>Assistant  Secretary  -  Laud  and  Minerals  Hanagemeat 

-^  .  •:,  AUG  2  4  1989 

Frou:     Director,  Bureau  of  Land  Hanagenerat 

Subjv^ct:   Representative  Bob  McEwen's  Request  for  Assistance  in  Ravie-./ing 
Federal  Future  Interest  Oil  and  Gas  Leasing  Procedures  for 
Lands  in  Wayne  Natio  lal  Forest  in  Ohio,  and  Support  for 
Legislation,  H.R.  2501,  Introdviced  in  Hay  1939 

The  Bureau  of  Land  Hanagenjent  (3LM)  Eastern  States  Office  lias  revie-./ed 
the  factors  and  background  information  concerning  the  issue  raised  in  a 
letter  received  fron  Representative  Bob  McE^ve^i  on  June  21,  1939. 
Representative  ;icS\ren  has  written  on  behalf  of  the  Southeastern  Ohio  Oil 
and  Gas  Association  (SOOGA)  regarding  Federal  future  interest  oil  and  gas 
leasing  procedures  under  the  Federal  Onshore  Oil  and  Gas  Leasing  Refoni 
Act  of  l')67 .      The  Reforu  Act  of  1937  requires  oil  and  gas  leasing  through 
a  competitive  bidding  process,  including  all  future  interest  leasing, 
with  a  legislated  aininun  bonus  bid  of  $2  per  acre  or  fraction  thereof. 
There  are  no  exceptions.   Future  interest  leases  are  available 
noncorapetitively  only  if  no  bid  uini'auui  bonus  bid  is  received  at  the 
coupetitive  lease  sale. 

On  April  17,  1937,  the  3L"I  Eastern  States  Office  responded  to  a  letter 
dated  February  17,  1987,  frora  Mr.  Dan  Tlionpson,  Operations  Manager  of 
Carlton  Oil  Corporation,  concerning  lands  in  Honroe,  lioble,  and 
Washington  Counties  in  Ohio,  where  private  mineral  interests  will  expire 
and  subsequently  vest  to  the  United  States  Govemaent.   The  Eastern 
States  Office  response  (Attachn»enC  1)  outlined  the  regulatory 
requirements  then  in  effect,  prior  to  the  passage  of  the  Reforu  Act 
legislation,  that  pertained  to  future  interest  reversions  and  private 
leases.   Mr.  Thonpson  elected  not  to  file  any  future  Interest 
noncompetitive  lease  offers  at  that  time.   In  the  meantime,  the  Reform 
Act  legislation  became  law  on  December  22,  1937. 

Once  the  final  rulemaking  Implementing  the  Reform  Act  was  published  in 
the  Federal  Register  oa  June  17,  1988,  Mr.  Thompson  contacted  the  ELM 
Eastern  States  Office  to  schedule  a  meeting  in  late  June  1988,  to  discuss 
the  new  Act  as  it  pertains  to  future  Interest  leasing  procedures. 
Mr.  Thompson  and  several  other  members  of  SOOGA  were  In  atteadance.   The 
competitive  process  was  discussed  in  depth  and  also  when  parcels  were 
available  noncorapetitively.   After  the  meeting,  the  Eastern  States  Office 
received  numerous  telephone  calls  from  SOOGA  members  concerning  the 
changed  Reform  Act  requirements.  ■» : 
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On  IJovenbsr  7,  1983,  the  BLM  Eastern  States  Office  ri.>ponded  to  anothex* 
letter  dated  Septeaber  21,  1933,  fron  Mr.  Thoiapsoa  rasyrdlus  future 
Interest  leasing  procedures.  Also  on  Noveuber  /,  iy<i8,  the  Eastern 
States  Office  responded  to  a  letter  from  Repressntativa  !lcEv/en,  dated 
Septeaber  29,  1988,  on  behalf  of  Mr.  Thoapson  (Attachment  2). 

la  February  1989,  representatives  frou  tne  BL,-1  Eastern  States  Office  and 
the  U.S.  Forest  Service,  Wayne  National  Forest,  ust  uitn  SOXA  uianoers  in 
Mariatta,  Ohio,  to  further  discuss  the  Refon:i  Act  requireaaats  and  the 
rap,ulations  of  June  1988  goveminj  future  interest  leasing  procedures. 
Meubers  of  SOOv^A  also  conducted  a  tour  of  their  oil  and  gas  operations 
within  the  National  Forest  for  the  BJJl  Eastern  States  Office  personnel. 
As  a  result  of  this  aeeting,  the  BL;I's  Eastern  Stat-js  Office  .liluau'iee 
District  prepared  a  report  on  "Developed  Mineral  Reversions  v;ithin  the 
V.'ayne  National  Forest"  (Attaciirjent  3).   A  trip  report  su.aaarizing  the 
nsetlng  and  tour  was  also  prepared  (Attachnent  4).   The  BLM  Eastern 
States  Office  subnitted  copies  of  both  of  these  reports  to  Representative 
Mc-^v/en's  office. 

Oil  J\ne  5,  l->i39,  representatives  fron  the  BLM  Eastern  States  Office  and 
U.S.  Forest  Service,  and  Representative  McEven's  Legislative  Assistant, 
Ms.  Kristen  All.'tian,  net  v;ith  Mr.  Janes  H.  Zoia,  Staff  Director,  Co:nittee 
on  interior  and  Insular  Affairs  to  discuss  H.R.  2501,  a  bill  introduced 
by  R.epresentative  McE>/en  to  aaend  the  Mineral  Leasing  Act  to  provide  for 
the  continuation  of  certain  future  interest  oil  and  gas  leases 
(Attachnent  5). 

■iei^bers  of:   SJOCA  have  repeatedly  stated  tnat  it  vas  tlieir  understanding 
that  once  tiiese  raineral  rights  revert  to  the  United  States,  they  would  be 
ailo".72d  to  uaintaia  the  leases  but  would  start  paying  royalty  to  the 
United  States  as  the  new  owner  of  the  uineral  rights.   Wnen  tnese  private 
leases  were  purchased,  the  lessees  would  have  been  well  advised  to  order 
a  thorough  title  report  that  would  have  provided  them  full  knowledge  that 
the  mineral  rights  would  revert  to  the  United  States  Govemaent  at  a 
specified  future  date  and,  accordingly,  that  the  lands  would  be  governed 
by  the  tnen  existing  Federal  oil  and  gas  leasing  statutes  and 
regulations.   The  changed  provisions  of  the  Refona  Act  requiring  that  all 
lands,  including  future  interest  lands,  must  first  be  offered 
competitively  prior  to  any  of  the  lands  being  available  for 
noncompetitive  lease  offer,  however,  was  not  foreseen  by  SOOGA  members. 

The  BLM  Eastern  States  Office  has  worked  closely  with  Representative 
McEwen's  office  and  SOOGA  to  try  to  minimize  the  Impact  of  the  Reform  Act 
changes  on  the  existing  private  lease  operators  working  In  such  future 
Interest  land  lease  areas.   It  is  likely  that  the  special  legislation, 
H.R.  2501,  Introduced  by  Representative  McEwen,  will  be  reviewed  and 
addressed  by  the  Coaalttee  on  Interior  and  Insular  Affairs  and  the  U.S. 
Senate  Coranilttee  on  Energy  and  Natural  Resources  to  determine  Its 
compatibility  with  the  Intent  of  the  Reform  Act  and  whether  further 
change  to  that  Act  to  benefit  private  leasehold  producers  on  future 
Interest  lands  Is  warranted. 


The  BLM  Eastern  States  Director,  Mr.  Curt  Jones,  vlll  be  glaH  to  meet  and 
review  the  situation  in  xaore  detail  with  Representative  HcBwen. 


5  Attachaents 


Aclir.g  Deputy 


bcc:   BLl-l  ESO  (910)  w/attachneats 


Sec.  File  Rn.    6217,  MIB 

ES:  (3)  Rn.  6217  MIB 

LH  (2):  Rn.  6628,  MIB 

PBA:  RjB.  5119,  MIB 

500/RP  Rffl.  5647  MIB 

620:RF  (hold)  Premier  Bldg. ,  Rn.  602 

LLM: 621: Premier  Bldg.,  Rja.  602,  Preniler  Bldg.,  LMason:jdi/gpu: 8/9/89 

Wang  No.  0008c 


Sec.  RF:  Ra.  6217,  MIB 
CL:  Rm,  6248,  MIB 
SOL:  Rm.  6352,  MIB 
BLM:  150,  Ra.  5558,  MIB 
500/Hold  Ra.  5647  MIB 
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The  Honorable  Manuel  Lujan 
Secretary  of  the  Interior 
Department  of  Interior 
C  St.  between  18th  and  19th  Sts. 
Washington/  D^C.   20240 

Dear  Secreta 


RecentJyy'a  serious  situation  concerning  many  small  oil  and  gas 
leases  in  Scfiitheastern  Ohio  came  has  come  to  light.   At  this  time  I 
would  like  to  enlist  your  assistance  in  rectifying  a  situation 
which  unjustly  penalizes  these  small  producers. 

Secretary  Lujan,  many  of  these  producers  leased  private  lands 
which,  though  later  sold  to  the  US  Forest  Service,  reserved  the 
mineral  rights  for  a  number  of  years.   These  producers  exerted 
their  rights  to  develop  these  resources,  believing  that  when  the 
minerals  reverted  to  the  US,  the  leases  would  revert  as  well. 

Unfortunately,  the  present  Mineral  Leasing  act,  along  with  the 
changes  made  in  1987,  does  not  take  this  situation  into  account. 
BLM  has  informed  these  producers  that  when  the  mineral  rights 
revert,  the  leases  no  longer  exist  and  are  subject  to  competitive 
bidding,  regardless  of  whether  or  not  the  land  has  been  developed 
and  the  well  is  producing  in  paying  quantities.   The  lack  of 
distinction  between  developed  and  nondeveloped  leases  can  lead  to  a 
situation  where  speculators  outbid  these  small  producers,  thus 
taking  from  them  the  well  they  developed.   In  addition,  the 
producers  must  reach  a  private  agreement  concerning  the  equipment 
on  the  land  with  any  new  owner,  equipment  which  the  previous  owner 
cannot  use  without  the  well  and  cannot  easily  remove  from  the  well 
site. 

Recently  I  introduced  legislation  which  will  not  infringe  on 
the  basic  purposes  of  the  Mineral  Leasing  Act,  and  yet  still  permit 
these  producers  to  hold  their  reverting  leases.  Present  US  law 
provides  for  federal  leases  to  be  continued  as  long  as  they  are 
producing  in  paying  quantities.   This  legislation  continues  that 
policy  by  estending  this  policy  to  lease  holders  who  operate  wells 
on  land  which  reverts  to  the  U.  S.   Enclosed  is  a  copy  of  this 
measure,  as  well  as  the  remarks  made  upon  its  introduction. 
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The  Honorable  Manuel  Lujan  —  Page  2 


The  Bureau  of  Land  Management  in  Milwaukee  and  the  Forest 
Service  in  Wayne  National  Forest/  Ohio,  both  recognize  the  unfair 
burden  this  law  places  on  these  small  producers.  Any 
administrative  assistance  you  can  give  to  rectify  this  situation 
would  be  greatly  appreciated  by  the  many  oil  and  gas  producers  in 
Ohio  who  are  worried  about  this  situation. 

Thank  you  for  your  time.   If  I  can  provide  you  with  any 
additional  information,  or  be  of  assistance  in  any  way,  please  do 
not  hesitate  to  call  upon  me.   I  look  foward  to  working  with  you  on 
this  matter  of  mutual  concern. 

With  warmest  personal  regards. 


ely. 


BM.-kya 
Enclosure 
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1018T  CONGRESS 
18T  Session 


H.  R. 2501 


To  wnend  the  Mineral  Le&sins:  Act  to  provide  for  tJjc  continuation  of  certain 
future  interest  oil  and  g&s  leases. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

May  25,  1989 

Mr.  McEwEN  introduced  the  following  bill;  which  was  referred  to  the  Committee 

on  Interior  and  Insular  Affairs 


A  BILL 

To  amend  the  Mineral  Leasing  Act  to  provide  for  the 
continuation  of  certain  future  interest  oil  and  gas  leases. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  CONTINUATION  OF  CERTAIN  VESTED  FUTURE  IN- 

4  TEREST  OIL  AND  GAS  LEASES. 

5  Section  17(b)  of  the  Mineral  Leasing  Act  (30  U.S.C. 

6  226(b))  is  amended — 

7  (1)  in  paragraph  (1)(A),  by  striking  "under  para- 

8  graph  (2)"  and  inserting  "under  paragraphs  (2)  and 

9  (3)";  and 

10  (2)  by  adding  at  the  end  the  following: 


>. .  I  I     . 


:  2 

1  "(3)  n— 

2  **(A)  the  lands  to  be  leased  are  lands  in  which — 

3  'TO  the  United  States  held  a  vested  future 

4  interest  in  the  mineral  estate  and  a  vested  present 

5  interest  in  the  surface  estate;  and 

6  "(ii)  immediately  prior  to  becoming  a  vested 

7  present  interest  in  the  United  States,  the  mineral 

8  estate  was  subject  to  a  lease  under  which  oil  or 

9  gas  was  being  produced  in  paying  quantities;  and 

10  "(B)  the  holder  of  the  lease  referred  to  in  sub- 

11  paragraph  (A)(ii)  elects  to  continue  that  lease; 

12  then  such  lands  shall  be  leased,  subject  to  the  same  terms 

13  and  conditions  specified  in  that  lease,  including  the  amount  of 

14  royalty  payments  and  rents,  except  that  such  royalty  pay- 

15  ments  and  rents  shall  be  paid  to  the  United  States.  Such 

16  lease  shall  continue  so  long  as  oil  or  gas  is  produced  in 

17  pa3ing  quantities.  Subsections  (c)(1),  (d),  and  (e)  shall  not 

18  apply  with  respect  to  a  lease  issued  under  this  paragraph.". 
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UNITED  STATES  1541  (150) 

DEPARTMENT  OF  THE  INTERIOR 
BUREAU  OF  LAND  MANAGEMENT 
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CONTROLLED  CORRESPONDENCE 

Memorandum  -?H-'^-' >^.^-.^=^■vJ•;^S'■ ''^ 

To:  Director,  Eastern  States  Office 

from:  Directof  (150)  :|^^ 

Subject:  Request  for  Assistance  In  Rectifying  The  Serious  Crisis 

Involving  The  Small  Oil  And  Gas  Leases  In  Southeastern  Ohio 
CORRESPONDENT:  Representative  Bob  McEwen 

Constituent.  ;  !  '^^  '"  ' 

Control  NuMBER:ES15681 

1.    The  attached  correspondence  is  forwarded  to  you  for  preparation  of  a  report  or  draft  reply, 

to  reach  the   Director  (         )  within    . '  ten  (10)     [7"]  twenty  (20)  days   from  the  date  of 

this  request . 

X  2.  The  attached  correspondence  is  forwarded  to  you  for  appropriate  action  and  direct  reply 
to  the  correspondent.  Replies  must  be  signed  by  the  State  Director  or  Associate.  A 
copy  of  your  reply  shall  be  forwarded  to  the  Director  (150)Rin    5558   &    (620)    Rm   602 

State  Directors  must  reply  to  correspondent   within     F I  five  (5)   v    J  ten  (10)     [.1]^*^"" 

ty  (20)  days  or  as  otherwise  directed. 

X_  3.  By  copy  of  this  memorandum  the  appropriate  TH  White  House  Official  [^^  Member  of 
Congress  _  General  Public  or  [[^Constituent  has  been  notified  of  this  referral  to 
the  above  State  office  for  reply. 


(Chief,  Off/qe  of  Conere«sion«l  Affairs) 

July  18,  1989 

(Dale) 


LEAVE  THIS  MEMORANDUM  ATTACHED  TO  CORRESPONDENCE 


Fonn  WO  1541-10  (April  1984) 
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.,   „  C  June  U.  1989 

Hou0«  Subcomraitca*  on  Mtnlnj 

Jlffl  •  Pflir  your  roqucaC  we've  puLUd  t.o(7,Athcr  oomf*  lufonont.lon  on  the  Amount-,  on 
private  mlnernls  ur.dor  Fot-ct  Service  admlnlsffcd  eurfncc,  of  vliich  Uio 
private  tnlnetalG  vill  be  reverting  to  government  ownsrship. 

ITilB  daCA  vas  pulled  from  »  report  compUf^d  by  our  Wnshington  Office  Lands 
sceff  in  March  of  1984,  but  $till  rctiocus  i;h«  ainvunt  uT  prlv^Le  j;.a,Gr&^3 
reverting  to  FederAl  ovnorshlp. 


R-1 

9.A6?. 

1962-200/i 

R-2 

67,769 

1985-1990 

R-3 

135,000 

1980-20AO 

R-4 

8.690 

1989-2016 

R-5 

3,450 

1990-1991 

R.6 

0 

R-8 

398,745 

1986-2021 

R-9 

737,957 

1984-2034. 

Total      1,361,053  ftcrcs 

A  more  dirricult  tAsk  Is  determining  of  these  minerals  reverting,  what 
percentage  have  producing  oil  or  gas  veils  on  then,,  and  of  chose,  which  deeds 
did  not  contain  pjTotective  language  (which  postponed  the  reversion  a9  long  as 
oil  or  gas  v^s  produced  in  paying  quantities).  We  do  have  Information  for: 

Ohio  -  26,867  acres  reverting  by  1994,  pos/jibly  40+  wells  aifected.  Apparently 
most  of  these  welle  are  stripper  walls. 

Texai:  -  237.000  acres  reverted  in  1988  -1909  time,   period.  About  6  trade  did 
not  have  proLective  language.  Thti,?  have  been  no  complaintn  by  prp.viuu.q 
mineral  owners,  and  the  successful  bidder  ha»  not  alwoys  been  the  previous 
Ussea  of  the  private  calufirals.  Our  fic]d  people  report  that  ogrQcnonts  on  the 
veil  equipoont  are  reached  "by  days  end"  on  the  day  of  the.  sale.  Recent  bids 
on  producing  acres  vers: 

$  332,000 

4,136,000 

4,178.319 

183,290 

$8,830,400 

Kansas  -  Cita.-irron  Orasslando,   1987-19S8  bonus  bida  on  reverting  ocres  totaled 
$33,000,000.  Tliero  has  been  no  complatnto  by  previous  owners  or  lessees. 

ProblAos  and  rosalble  Solutions:   1)  Getting  future  intrrest  leacos  up  for  sale 
Vsfore  the  reversion  occurs.   Tliis  can  be  addrespod  ndtfiinlstretively  by  BLM  .^nd 
FS.,   2)   Private  olnetal  ovmr r/lei9ee  han  no  preforencft  right  to  l«arxe<:.   The 
1987  Leaelnf,  Reform  Ace  vould  need  to  be  amended,  but  bonuo  bids  vould  l«* 
forgone..   3)  Well  equipment  owned  by  proviou55  lfl»see.   For  any  leaee. 
e«pecially  strippers,  the  equipment (including  the  veil)  may  bo  woi th  more  than 
the  remaining  mineral  resource,  which  ^Ives  the  equfptcont:  ovner  dlgnificant 
bargaining  pgwer.  Our  experience  i*  that  thia  has  been  reeolv^d  by  the  pr{v*te 
parties.  InterJ«ctin$  the  government  into  the  process  iray  complicate  iratterp. 


4/88 

1.333  ncre.i 

8/88 

7,855 

10/88 

5,119 

2/89 

1,034 

Totals 

15.341  ocres 
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situation,  all  ol  the  corpofation's  Income  would 
be  treated  as  passive  income  even  though 
only  5  percent  ol  Us  income  is.  In  fact,  pas- 
sive. Clearly,  this  is  grossly  inappropriate.  The 
only  relevant  aiterion  lor  determining  whether 
or  not  ail  of  a  corporation's  income  should  be 
treated  as  passive  income  Is  the  ratio  that 
actual  passive  income  bears  to  total  income. 
Thus,  the  asset  test  should  be  deleted. 

It  might  be  argued  that  excluding  U  S. 
charoMCldero  o'>  cOniiOlioJ  fortdyn  CuipOid- 
tions  from  the  scope  of  the  PFIC  provisions 
solves  the  major  problem  ol  those  provisions, 
and  thus  it  Is  not  necessary  to  also  eliminate 
the  asset  test.  However,  there  are  numerous 
Instances  where  U.S.  companies  become  in- 
volved in  foreign  joint  ventures— in  corporate 
form— where  local  law  prohibits  majority  owrv 
ership  by  nonnationals,  or  where  the  business 
arrangements  make  majority  US.  ownership 
impossible  or  impractical.  Where  U.S.  persons 
invest  in  such  arrangements,  they  should  no\ 
be  penalized  by  the  application  of  the  PFiC 
rules  where  the  foreign  corporation  is  not 
earning  substantial  passive  income.  Accord- 
ingly, the  asset  test  must  also  be  deleted  to 
insure  fairness  to  these  minority  U.S.  investors 
in  active  businesses. 

We  would  urge  our  colleagues  to  support 
this  bill,  which  restricts  the  reach  of  the  PFiC 
provisions  to  the  abuse  originally  targeted  by 
Congress,  so  that  those  provisions  do  not  un- 
necessarily hobble  our  international  competi- 
tiveness or  unfairly  treat  investors  in  actrve 
businesses  as  holding  interests  in  tax  haven 
type  operations. 


TRIBUTE  TO  JOHN  B. 
GILBERT 


(JACK) 


HON.  ROBERT  J.  LAGOMARSINO 

or  CALIFORNIA 
IN  THE  HOUSE  OF  KEPRESENTATIVF.S 

Thursday,  May  25,  19S9 

Mr.  LAGOMARSINO.  Mr.  Speaker,  I  nse 
today  to  ask  my  fellow  Congressmen  to  join 
me  in  recognizing  John  B.  (Jack)  Gilbe.t  as 
the  first  recipient  of  the  "Hall  of  Fame  Award" 
given  by  the  Ventura  County  Economic  Devel- 
opment Association  [VCEDA],  Ventura.  CA. 

As  the  recipient  of  this  award.  Mr.  Gilbcn. 
founder  and  chairman  of  TOLD  Corp.,  in 
Oxnard,  CA,  was  honored  for  his  significant 
contributions  to  economic  and  commercial  de- 
velopment in  Ventura  County,  CA. 

tM.  Gilbert's  business  success  began  more 
than  40  years  ago.  In  1952,  he  founded  the 
Zero  Corp.,  a  multimillion  dollar  NYSE  compa- 
ny. Over  the  next  two  decades,  this  small, 
sheet-met jl  manufacturing  coipo.'ation  grow 
to  become  one  of  the  Nation's  loading  olcc- 
fronic  packaging  houses. 

In  1973.  after  21  years  as  its  director.  Mr. 
Gilbert  turned  over  the  day-to-day  operations 
of  Zero  to  fits  manage.ment  team,  but  contin- 
ued to  play  an  active  role  in  the  corporation 
as  chairman  of  the  board.  In  the  same  year. 
Mr.  Gilbert  moved  to  Vontura  County.  CA. 
whero  ho  lourKJtid  the  Thousand  Oaks  Land 
and  Development  Co. 

In  1983.  GiltxiM  shortened  Iho  r.ame  ol  Ins 
company  to  TOLD  Corp..  and  exlondod  its 
range  ol  services  to  incluile  every  aspucl  ol 
commercial  and  industrial  real  cslato.  Today. 
TOLD  has  operations  in  five  Slates  and  in- 
cludes eight  corfKxate  divisions  spticializing  m 


Industrial  and  commercial  development,  resi- 
dential development.  fir\ar>cial  services,  con- 
struction, real  estate  sales  and  leasir\g  and 
property  managemenL 

In  Ventura  County,  TOLD  has  been  respon- 
sible lor  the  development  ol  more  than  4  mil- 
lion square  feet  ol  commercial  properties  and 
the  construction  of  several  facilities  includ'ng 
Channel  Islands  Business  Center. 

In  addition  to  his  outstanding  contribution  to 
busino;,s,  Giiijyn  is  aibO  an  associate  mdmuoi 
of  the  University  ol  Southern  California  Centu- 
ry Club  and  the  Editorial  Advisory  Board  ol  the 
Southern  Calilornia  Real  Estate  Journal. 

In  1907,  Gilbert  was  recognized  as  one  on 
the  top  real  estate  executives  ol  the  year  by 
Executive  magazine  while  TOLD  has  been 
ranked  among  the  top  100  industrial  and  com- 
mercial developers  nationwide. 

It  is  obvious  that  John  3.  (Jack)  Gilbert  has 
contributed  a  great  deal  to  both  his  profession 
and  his  community.  He  is  a  line  example  of  a 
businessman  and  a  distinguished  citizen.  I 
ask.  then,  that  my  colleagues  join  me  in  con- 
gratulating Mr.  Gilbert  and  wishing  him  contin- 
ued success  in  the  future. 


I 


OIL  BILL 


i 


HON.  BOB  McEWEN 

or  OHIO 
IN  THE  HOUSE  OF  REPRt;SENr.\TIVKS 

Tliursday,  May  25,  1989 

Mr.  McEWEN.  Mr.  Speaker,  I  rise  today  to 
introduce  a  bill  which  will  alleviato  a  problem 
which  faces  many  small  oil  and  gas  producers 
in  Ohio.  This  is  a  problem  which  has  not  boen 
properly  addressed  by  Mineral  Leasing  Act, 
and  one  which  would  be  in  tho  best  interests 
of  both  the  United  States  and  these  producers 
to  change. 

As  you  know.  Mr.  Speaker,  under  the 
changes  made  in  1987  to  the  Mineral  Leasing 
Act.  all  oil  and  oas  leases  must  be  leased 
competitively.  This  charge  was  made  to  pre- 
vent abuses  of  the  noncompelit.vQ  lottery 
leasing  system.  However,  this  change  dis- 
criminates against  producers  who  leased  pn- 
vate  lands  which,  though  later  sold  to  the  U  S. 
Forest  Service,  reserved  tho  mineral  nyhls  lor 
a  number  ol  years.  Tliesd  producers  were 
given  leases  to  develop  those  minerals,  and 
many  did  so  believing  that  when  the  mineral 
rights  reverted  to  the  United  States,  the 
leases  would  revert  as  well.  However,  the 
change  in  tho  law  causes  their  leases  to 
become  null  and  void,  forcing  the  leases  to  be 
put  up  lor  competitive  bidding. 

The  changes  madu  in  1987  clearly  did  not 
take  this  situation  into  account.  These  produc- 
ers are  small  producers,  with  small  wolls.  The 
Duroau  ol  Land  Manaqo-mont  has  poflormod  a 
study  ol  the  area,  and  estimates  that  the  aver- 
age well  owner  m^ikcs  roughly  $4,000  par 
year.  From  this  a  standard  royalty  rate  ol  12.5 
percent  is  removed,  plus  the  labor,  mainte- 
nance, supplies,  and  capital  expenditures.  All 
in  all.  BLM  ostimatos  the  piolit  rriargms  are 
equivaloril  to  that  ol  a  money  market  account 
in  a  bank.  Tho  majonly  ol  thei.e  wells  produce 
maybe  150  barrels  ol  oil  yearly.  Cloaily,  this  is 
a  situation  involving  small  producers  who  are 
earning  low  prolits  wtule  at  the  same  time 
contributing  to  the  United  States  by  utili.^ing 
the  minerals  which  would  othorwisfi  go  un- 
tapped. 


These  small  producers  are  penalized  by  this 
law,  which  would  take  from  them  not  only  the 
land  they  leased  in  good  faith,  but  the  lime 
and  capital  they  put  into  the  equipment  and 
labor  to  dnil  ar>d  produce.  They  created  the 
wells,  and  are  now  told  that  when  the  mineral 
nghts  revert,  they  must  walk  away  from  them. 
It  is  possible  lor  speculators  with  larger  linan- 
cial  resources  to  outbid  these  small  produc- 
ers, thus  taking  from  them  in  one  fell  swoop 
tho  well  they  developed.  To  add  insuit  to 
Injury,  BLM  has  informed  these  producers  that 
they  must  reach  a  private  agreement  concern- 
ing the  equipment  on  the  land  with  any  new 
owner.  It  is  obvious  that  such  a  situation 
would  be  a  buyers  market,  with  the  original 
owner  unable  to  use  the  equipment  placed  on 
the  well,  nor  able  to  move  it  to  another  well. 

The  legislation  I  am  introducing  will  not  in- 
fringe on  the  basic  purpose  ol  leasing  lands 
competitively,  which  is  to  ensure  the  United 
States  a  fair  return  on  its  resources.  Instead,  it 
will  clarify  an  ambiguity  in  the  law  while  up- 
holding a  principle  maintained  in  the  Mineral 
Leasing  AcL  This  principle  is  tho  paying  quan- 
tities principle.  The  Mineral  Leasing  Act  pro- 
vides that  all  Federal  leases  may  continue  so 
long  as  the  well  in  question  is  producing  pro- 
ducing oil  and  gas  in  paying  quantities.  Pro- 
ducers who  leased  private  lands  which  later 
revert  to  the  United  Stales,  however,  are 
barred  Irom  this  continuing  lease  because  the 
leases  are  not  technically  Federal.  This  legis- 
lation would  permit  those  producers  holding 
mineral  leases  which  revert  the  United  States 
and  which  are  producing  oil  or  gas  in  paying 
quantities  to  continue  the  lease,  paying  all 
U.S.  law  provides  lor  Federal  leases  to  be 
continued  as  long  as  they  are  producing  in 
paying  quantities.  The  United  States  would 
benefit  from  the  uninterrupted  production  at 
these  wells,  and  would  obtain  a  stable  source 
of  revenue.  Although  these  wells  are  small, 
some  of  them  have  been  producing  since  the 
lale  1800's  to  early  1900's.  One  v/ell  drilled  in 
1923  is  still  producing  today,  although  its 
owner  sells  one  bairel  of  oil  a  year.  While  that 
may  not  seem  like  much,  it  is  still  one  banel 
less  that  (he  United  States  must  buy  from 
OPEC. 

Finally,  Mr.  Speaker,  you  may  bo  interested 
to  know  the  opinion  of  the  Forest  Seivice  con- 
cerning this  idea,  since  many  people  are  con- 
cerned with  the  environmental  impact  of 
mining  actions.  In  1987,  the  Forest  Service 
conducted  a  review  of  the  actions  in  Wayne 
National  Forest,  where  much  of  this  action 
happens  in  Ohio.  The  Forest  Service  found 
that  the  statf  in  the  forest  does  an  outstanding 
job  and  has  an  excellent  relationship  with  the 
people  who  are  involved  in  difterent  aspccis 
of  the  lorost.  More  importantly,  however,  the 
Forest  Sorvico  analyzed  the  BML  position  on 
leasing,  as  mandated  by  the  law.  and  recom- 
mended that  the  law  be  changed  to  remove 
the  obstaclfts  to  the  multiple  use  ol  this  lore^t 
reserve. 

Mr.  Speaker.  I  am  suie  that  you  and  my  col- 
leagues can  Sw»6  the  munt  of  ttiis  lugislalion 
and  its  proniuliori  ol  both  the  energy  and  erivi- 
ronmantfll  intoiosls  ol  the  United  Stales 
These  people  are  small  producers  who  know 
thoir  wolls.  Ihey  work  with  the  FoiesI  S.^rvice 
and  the  Bureau  ol  Land  Managemant  to  keep 
their  operations  within  the  law.  and  want  only 
to  continue  whdt  they  have  done  In  the  pasl. 
turning  over  lo  the  United  States  the  royalties 
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and  rents  w+iich  were  paid  to  private  owners. 
Mr.  Speaker,  I  urge  your  support  for  this  legis- 
lation. 


SUNEETA  KRISH  WINS 
NATIONAL  MAP  CONTEST 


TRIBUTE  TO  ANTHONY  J. 
GIRAKD 


HON.  RONALD  K.  MACIITLEY 

or  r;!cui  islanu 

IN  THE  HOUSE  or  REPRESENTATIVES 

TliUTSday,  May  25,  J9S9 

Mr.  MACHTLEY.  Mr.  Spoakor.  it  is  my  dis- 
tinct pleasure  to  congratulate  Anthony  J. 
Girard,  o(  Providence.  Rl,  tliis  year's  redpient 
of  the  first  annual  Ronald  K.  f/achtley  Award 
for  fflount  Saint  Charles  Academy  in  Woon- 
Eccket.  Rl. 

This  award  is  presented  to  tho  student, 
chosen  by  Mount  Saint  Charles  Academy, 
v/ho  demonstrates  a  mature  blend  of  academ- 
ic achievement,  community  service,  and  lead- 
ership qualities. 

Anthony  has  clearly  met  this  criteria  by 
being  an  excelsior  hor»or  roll  student  for  6 
years  and  a  recipient  of  the  Presidential  Aca- 
demic Fitness  Award.  His  extracurricular  ac- 
tivities include  being  on  the  executive  commit- 
tee of  the  student  council  for  the  past  4  years. 

I  commend  Anthony  for  his  achievements 
and  wish  him  all  the  t>est  in  his  future  endeav- 
ors. 


IN  RECOGNITION  OF  RONAUD  W. 
THOMSON'S  39  YEARS  OF 
SERVICE  TO  WOLVERINE  FED- 
ERAL SAVINGS  ASSOCLATION 


HON.  BILL  SCHUETTE 

or  MICHIGAN 
IM  THE  HOUSE  OF  REPRESE.VTATIVES 

Thursday,  May  25,  1989 
Mr.  SCHUETTE.  Mr.  Speaker,  i  rise  today  to 
lionor  Ronald  W.  Thomson  who  Is  retiring 
from  Wolverine  Federal  Savings  Banks  after 
39  years  of  service.  Mr.  Thomson,  a  die  long 
resident  o(  Midland,  has  had  a  long  and  dislirv 
guished  tenure  with  Wolverine  Federal.  Ho 
began  in  1950  after  graduation  from  Central 
Michigan  University.  In  1954  Ron  was  named 
tho  treasurer  of  the  association,  and  in  1973 
he  V/3S  promoted  to  secretary  treasurer.  In 
1975  he  was  appointed  to  the  board  of  direc- 
tors, and  named  vice  president  and  secretary. 
Fin::!'/  in  19C3  Ron  was  appointed  executive 
vice  president  of  the  association. 

Ronald's  contributions  go  far  beyond  his  im- 
pressive work  experience.  He  has  long  been 
an  active  and  important  contributor  to  the 
community.  He  was  a  member  of  the  Financi.nl 
Manrigcrs  Socic-ty,  as  well  as  founding 
member  of  the  Saginaw  Valley  Chapter  of  tho 
Institution  for  Financial  Education.  Ron  and 
his  wile  Donna,  are  also  members  of  St.  Bri- 
gids  Church. 

Mr.  Speaker,  I  ask  that  you  join  me  in  salut- 
ing Ronald  W.  Thomson.  Ha  has  provided  39 
years  of  outstandir>g  service  to  Wolverine 
Federal,  and  has  been  active  in  the  communi- 
ty in  his  efforts  to  assist  others.  Please  |oin 
me  in  wishing  Ronald.  Donna,  and  their  three 
children  the  best  in  the  future. 


HON.  GUS  YATRON 

or  rCNNSVLVANIA 
IN  THE  HOUSE  OF  REPRF.SENTATIVES 

Tfiunday,  May  25,  1989 

Mr.  YATRON.  Mr.  Speaker,  earlier  this 
month,  I  tnid  you  about  a  bright  and  talented 
tiigh  pchool  student  named  Suneela  Krish. 
Sunoeta  is  currently  a  senior  at  Governor  Miff- 
lin High  School  in  Shillington.  PA. 

I  am  again  focussing  attention  on  Sunoeta 
because  she  was  recently  awarded  first  place 
in  the  nalionwido  "Di;K;ovor  Early  America 
Map  Contest."  This  contest  was  sponsored  by 
the  Commission  on  the  Bicentennial  of  the 
US.  Constitution  and  thousands  of  students 
from  all  ovs"  the  country  competed  in  the  con- 
test Each  student  participating  in  the  competi- 
tion was  required  to  decorate  a  map  of  the 
United  Stales  depicting  significant  events  in 
early  American  history.  The  contestants"  en- 
tries were  judged  for  historical  accuracy,  artis- 
tic creativity,  and  imagination. 

Sunocta's  oulstandmg  showing  in  this  con- 
test has  earned  her  a  trip  to  Washington,  DC, 
where  sha  will  meet  former  Chief  Justice  of 
tho  Supreme  Court.  V^arren  Burger,  who  is  the 
Chairman  of  the  Commission  on  the  Bicenten- 
nial of  the  U.S.  Constitution.  In  addition.  Gov- 
ernor Mifflin  High  School  will  receive  a  check 
for  S5,000  due  to  Sunoeta's  excellent  work. 

Mr.  Speaker,  Suneela  Knsh  is  truly  an  ex- 
traordinary young  woman  and  her  talents  and 
ability  are  manifest  in  her  distinguished  finish 
in  the  "Discover  Early  America  Map  Contest." 
I  congratulate  Suneela  on  her  fine  achieve- 
ment and  wish  her  continued  success  and 
good  fortune  in  all  her  future  endeavors. 


COMPACT  OF  FREE  ASSOCIA- 
TION WITH  PAIxAU  LEGISLA- 
TION 


HON.  RON  dc  LUGO 

or  THE  VIRGIN  i.«;i.ANn.s 
IN  THE  HOUSE  OF  REPnESENTATIVrS 

Tfiursday,  May  25,  1989 

Mr.  DE  LUGO.  Mr.  Speaker,  in  March.  f-S 
Members  joined  me  in  cosponsoring  legisla- 
tion to  aulhonze  a  Compact  of  Free  Associa- 
tion with  Palau  to  t)e  put  into  edect  when  it  is 
approved  by  Palau.  House  Joint  Resc'ution 
175  would  also  provide  Palau  with  help  it 
needs  to  tackle  serious  problems  which  have 
prevented  approval  of  the  compact  lo  d-Tte. 

House  Joint  ReDoliilion  175  is  identical  to 
legislation  agreed  upon  in  a  compromise  just 
minutes  too  lato  to  be  enacted  in  tho  100th 
Conoress  Under  tho  compromise,  tho  execu- 
tive branch  would  hAUW  all  ol  tho  rerjuiremonis 
of  the  House  vof^^ion  of  ttie  logis'aiion  in  the 
last  Congress,  House  Joint  Resolution  597, 
wi'.liout  being  required  to  do  so  by  statute. 
Tho  Congress,  in  turn,  would  pass  a  Senate 
substitute  with  one  mutually  agreed-upon 
amendment. 

Unfortunately,  tho  Reagin  administration 
d'd  not  take  the  actions  it  could  to  implement 
the  compromise. 

When  House  Joint  Resolution  175  was  in- 
troduced. I  said  that,  as  cha-rman  of  tho  Sub- 
committee on  Insular  and  International  Affairs, 
I  would  seek  approval  as  soon  as  the  now  ad- 


ministration look  the  actions  It  could  to  imple- 
ment tho  compromise.  The  admimslralion  was 
told  that  one  thing  it  could  do  was  enter  into 
an  additional  agi cement  with  Palau  commit- 
ting to  implement  the  requirements  of  tho 
compromise. 

Tt>e  Bush  administration  then  said  that  it 
would  honor  the  compr^tmise.  Since  then,  the 
State  Department  olticial  who  agrood  to  the 
compromiso  last  ynar  hns  been  negotialinq  n 
subsidiary  agreement. 

Tho  first  two  drafts  of  tho  agreement  ho 
proposed  foil  short  of  the  requirements  ol  tho 
compromise.  But  he  is  mooting  in  Gunm  with 
Palau's  roprescntativcs  this  week  and  I  am 
hopeful  that  they  will  reach  the  necessary 
agreement. 

The  chairman  of  the  committee  of  the  other 
body  with  jurisdiction  over  insular  matters  saij 
la'it  month  that  tho  Gonute  wuui'J  not  act  on 
the  legislation  this  year  bocouso  time  had  run 
out  for  the  compromise.  I  do  not  think  that 
time  has  run  out  already;  but  I  would  agree 
that  it  will  soon  run  out. 

The  mutually  agreed-upon  amendment  to 
the  Senate  bill  would,  for  example,  make  it 
possible  to  settle  Palau's  crippling  S48  million 
power  facilities  debt  for  $32  million;  but  tho 
soltlemcnt  requires  payment  this  fiscal  year. 

Earlier  this  year,  Palau's  leaders  said— as 
they  did  last  year— that  the  requirements  of 
tho  last  Congress'  House  Joint  Resolution  597 
offer  the  only  chance  of  tho  compact  being 
approved  by  their  people.  The  consensus  nec- 
essary to  enable  the  compact  lo  be  approved 
by  the  required  75  percent  majority  vote  is  in- 
creasingly threatened  as  the  adniinistration 
has  dragged  its  feet  and  tried  to  cfiip  away  at 
tho  compiomiso. 

II  the  necessary  agreement  is  reached,  i  will 
propose  expeditious  action.  Inaction  on  tho 
other  side  of  the  Capilol  could  prevent  ap- 
proval; but  I  would  hope  thai  the  Senate  will 
stand  by  the  compromise. 

A  TRIBUTE  TO  LUANNE  PRYOR 


HON.  GLENN  M.  ANDERSON 

or  CALTFORNIA 
IN  THE  HOUSE  OF  REPRF-SENTATIVES 

niursday.  May  25.  1989 

W.  ANDERSON.  Mr.  Speaker,  I  rise  today 
to  pay  tribute  to  Ms.  Luanne  Pryor,  "Woman 
Democrat  of  the  Year  for  tho  58th  Assemb'y 
District."  Ms.  Piyor's  extensive  civic  and  pro- 
fession.ll  experience  distinguishes  her  as  a 
dodicalod  ciliron  and  deserving  of  this  honor 
hy  tho  Los  Angnlos  County  Democratic  Party. 
I  foci  proud  to  havo  constituents  such  as 
luanno  in  Long  Beach,  and  I  am  haopy  to 
take  this  opportunity  to  express  my  apprecia- 
tion for  Luanne's  time,  ellort,  and  commitment 
to  her  community. 

Ms.  Pryor  is  a  native  Cal.Iurnian  who  re- 
ceived a  bachelor  of  arts  dogice  from  Califor- 
nia State  University.  Long  Beach.  In  addition, 
she  received  a  degree  of  master  of  adminis- 
tration, planning  and  social  policy  from  the 
Harvard  Graduate  School  of  Education  with 
cross  registration  at  t-lar^ard  Business  School 
end  the  John  F.  Kennedy  School  of  Govern- 
ment. 

Dedication,  improvement,  and  community 
service  are  words  wtiich  follow  Luanne 
ttuoughoul  hor  career.  Time  and  again  she 
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H.  R.  2501 


To  nmciid  the  Miiicrnl  |j(s'»siii/^  Act  to  provide  for  the,  (■ontiiiiinlioii  of  ccrtJiin 
future  interest  oil  jiiid  f^ns  lenses. 


IN  THE  HOUSE  OF  REPRESENTATIVES 

Mav  'J'),  lilH!) 

Mr.  M(;IG\vi:n  introduced  IIk;  followinj^  liill;  which  wii.s  r(!fe.rre(l  to  [\\r.  ( 'oiniuiltec! 

on  Interior  nnd  Insuhir  Affairs 


A  BILL 

To  amend  the  Mineral  Jjeasing  Act  to  provide  for  tlie 
eontinuation  of  certain  future  interest  oil  and  gas  leases. 

1  Be  it  enacted  by  the  Senate  and  House  of  Ilepresenta- 

2  tu:ics  of  the  United  States  of  America  in  Con(jress  assembled., 
'^     SKCTION  1.  CONTINUATION  OF  CKKTAIN  VKSTKI)  FlITUKK  IN- 

4  TEHFST  OIL  AND  (IAS  LKASES. 

5  Section   17(b)  of  the  Mineral  Leasing  Act  (30  U.vS.C. 
G    226(b))  is  amended— 

7  (1)  in  paragraj)!!  (1)(A),  by  striking  "under  [lara- 

8  graph   (2)"   and    inserting   "under   j)aragra]»hs   (2)   and 

9  (3)";  and 

10  (2)  })y  adding  at  the  end  the  following: 


2 

1  "(3)  If— 

2  "(A)  the  lands  to  be;  leased  are  lands  in  \vlii(;li — 

3  "(i)  the  United  States  held  a   vested   futnre 

4  interest  in  the  mineral  estate  and  a  vested  present 

5  interest  in  the  surface  estate;  and 

6  "(ii)  immediately  prior  to  becoming  a  vested 

7  present  interest  in  the  United  States,  the  mineral 

8  estate  was  subject  to  a  lease  under  which  oil  or 

9  gas  was  being  produced  in  paying  quantities;  and 

10  "(B)  the  holder  of  the  lease  referred  to  in  sub- 

11  paragraph  (A)(ii)  elects  to  continue  that  lease; 

12  then  such  lands  shall  be  leased,  subject  to  the  same  terms 

13  and  conditions  specified  in  that  lease,  including  the  amount  of 

14  royalty  payments  and  rents,  except  that  such  royalty  pay- 

15  ments  and  rents  shall  be  paid  to  the  United  States.  Such 

16  lease  shall  continue  so  long  as  oil  or  gas  is  produced  in 

17  paying  (pianlities.   Subsections  (c)(1),  (d),   and  ((;)  shall   not 

18  a]»ply  with  respect  to  a  lease  issued  under  this  paragraph.". 
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DeveiC'Ded    "lir.sral     Reversiori    Case    File 

Petroleum    Engineer,     flilwvaukee    Diszrxzt    Of-fice 

Trip    Report,     May    3    -    12,198^';     uJayne    National     Fores' 
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!lay  r-,i^ci'7',   i  n.ez     ivitn  f 
:o  -J  .  S  .  Congress.Tian  Re  pert 


i--nrj.siine  ^iifTjan, 
icEwen  z-i     Dnio's  ctn 
":east  Cnio  Gii 


gressic-r.ai  Dist'^ic".  several  merr;Ders  ol'  z'-.e-    5o'_ 

Gas  Association  ( SODGA )  ,  and  rne  Forest  Eervice  s  A-chens 
trict  Ranger  and  several  of  his  staft  mernoers.  at  tne  Forest 
vice  office  m  Marietta,  Ohio.  SuGGA  \-)B.ci  arranged  tnis  meeting 
discuss  the  issue  of  rriineral  reversions  triot  contain  producing 
Is.  SDGGA  IS  seeding  legislative  relief  from  3LM  s  current 
icy  of  coripet  i  1 1  ve  1  y  leasing  lands  containing  wells  ^sinen  rttinerai 
hts  revert  and  private  lease  rights  e>;pire. 


Congressman  McEwen  is  crafting  legislation  to  aniend  tne  Mineral 
Leasing  Act  to  aodress  the  concerns  of  SOOGA.  Prior  to  introducing 
such  legislation,  ne  sent  Ms.  Ailman  to  personally  visit  tne  ar^^a 
and  survey  tne  situation. 


Tne  District  Ranger  presented  an  overview  of  t^le  history  and  extent 
of  oil  and  gas  operations  within  the  wayne  National  Forest.  I 
discussed  the  reverting  minerals  issue  from  tne  BLM  perspective 
(i.e.  administrative  procedures).  I  also  discussed  the  technical 
and  procedural  problems  associated  with  competitive  leasing  in  tnis 
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ex  pressed 
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Later  m  the  morning,  the  group  went  on  a  tour  of  typical 
operations  in  tne  Wayne  National  Forest,  which  mcludea  an  oil  well 
pumped  by  sl-, ackel-lme.  It  was  tne  intent  oi  the  tour  to  focus  on 
the  unique  aspects  of  oil  production  in  southeast  Gnio. 


I  spent  the 
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'ek  conducting  inspections  of  private 


acquired  oil  and  gas  leases  in  the  Marietta  Unit  of  the 
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P.O.  BOX  631 

310  Vest  Wisconsin  Avenue 

Milwaukee,  Wisconsin  53201-0631 


^mk, 


030  :TA 
3100 


M^R  2  7  1989 


Msaoraadua 

Tb:       State  Director  (910A) 

Proa:     District  Manager,  Milwaukee 

Subject:   Transaittal  of  Staff  Report  on  Developed  Mineral  Reverslono  within 
the  Waj^e  National  Forest 

&iclo8ed  for  your  review  is  the  subject  report  prepared  by  Tin  Ablag  of  our 
Fluid  Minerals  Division.  As  you  know,  the  Southeastern  Ohio  Oil  and  Gas 
Association  ^SOOGA)  has  been  persistent  in  efforts  to  bring  attention  to  their 
situation  by  making  contacts  with  legislators  and  different  offices  within  tlic 
BLM  and  Forest  Service.  SOOGA  had  specifically  requested  the  Milwaukee 
District  Office  to  prepare  this  report  hoping  acknowledgeoeat  by  a  BLM  field 
office  close  to  the  situatioa  that^problea  exists  would  lend  credence  to  their 
pcflition.  a_ 

If  you  have  any  questions,  please  feel  free  to  contact  Tla  Abing  directly  at 
(414)  291-^439. 


Snclosuras  (2) 

1.  Location  Hap 

2.  Listing  of  Mineral  Reversions 


(ORG.  SGD.)  CHRIS  E.  HANSON 


cc:  Jiert  ILodgers  (w/o  end.) 
Chris  Hanson  (w/o  eacl.) 
030:TAbing:jdh: 3/27/89 :575AA 


DEPAKTMENT  OF  THE  INTERIOR 
MILWAUKEE  DISTRICT  OFFICE 

P.O.  BOX  631 

310  West  Wisconsin  Avenue 

Milwaukee,  Wisconsin  53201-0631 


030:TA 
3100 


Memorandum 

To:       Assistant  District  Manager-Fluid  Minerals,  Milwaukee 

From:     Petroleum  Engineer 

Subject:   Staff  Report  on  Producing  Mineral  Reversions  Within  the  Wayne 
National  Forest,  Ohio 

On  February  23,1989,  representatives  of  the  Wayne  National  Forest,  the  Eastern 
States  Office  (971),  the  Milwaukee  District  Office,  and  the  Southeastern  Ohio 
Oil  and  Gas  Association  (SOOGA)  met  to  discuss  concerns  regarding  developed 
mineral  reversions  in  the  Marietta  Unit  of  the  Wayne  National  Forest.  SOOGA 
had  requested  the  meeting  to  express  their  concern  that  BLM's  present 
procedure  of  competitively  leasing  developed  mineral  reversions  could  have 
serious  impacts  to  an  already  depressed  local  oil  and  gas  industry.  SOOGA' s 
concern  warrants  serious  analysis  by  all  involved  parties  in  that  the 
realities  of  the  oil  and  gas  industry  in  Southeastern  Ohio  and  the  related 
case  history  that  has  transpired  in  the  District  since  1974  indicates  that 
competitive  leasing  of  these  tracts  is  discouraging  oil  and  gas  development 
and  precluding  the  maximum  economic  recovery  of  Federal  hydrocarbon  resources 
in  that  area.  It  is  the  intent  of  this  report  to  provide  ELM  managers  with 
pertinent  information  and  observations  on  the  subject  based  on  the  discussions 
with  SOOGA  and  our  experience  with  local  operations. 

Developed  mineral  reversions  refer  to  producing  wells,  located  on  Federal 
lands  subject  to  a  private  mineral  reservation  that  will  expire  during  the 
producing  life  of  the  well(s).  These  wells  were  drilled  under  the  authority 
of  private  leases  issued  after  the  Governmenl.  acquired  its  future  mineral 
interest.  Under  the  principles  of  property  law,  the  owner  of  a  mineral 
reservation  cannot  create  an  interest  in  land  to  endure  beyond  the  specified 
term  of  the  reservation.  Therefore,  these  leases  will  expire  on  the  date  the 
minerals  revert  to  the  Government,  regardless  of  whether  or  not  the  lease  is 
in  producing  status.  The  Federal  oil  and  gas  leasing  laws  also  do  not 
distinguish  between  producing  and  non-producing  status  of  reverting  tracts  and 
require  that  all  lands  must  be  leased  competitively.  SOOGA  would  like  the  BLM 
to  recognize  this  distinction  and  instituce  a  preference  procedure  to  allow 
operators  of  producing  wells  on  revertiiig  minerals  to  continue  operations 
without  having  to  go  through  the  competitive  leasing  process  and  run  the  risk 
of  not  being  the  successful  bidder  for  a  tract  that  contains  their  own  wells. 
SOOGA  believes  that  failure  to  recogni^e  this  distinction  may  have  a  severe 
negative  impact  on  the  operators  of  an  estinaL.ed  40  oil  and  gas  wells  that  are 


located  on  mineral  interests  that  are  due  to  revert  to  the  Government  over  the 
next  six  years.  Although  SOOGA'  estimate  of  wells  on  reverting  minerals  has 
not  been  verified  by  BLM  or  the  Forest  Service,  it  is  knovm  that  by  the  end  of 
1994  the  Federal  Government  will  acquire  an  additional  26,867  acres  of  mineral 
interest  in  the  Wayne  National  Forest  due  to  expiring  mineral  reservations. 
Given  the  high  density  of  oil  and  gas  wells  in  this  part  of  Ohio,  it  is  likely 
that  SOOGA' s  estimate  of  AO  wells  may  grossly  understate  the  magnitude  of  the 
situation. 

To  understand  how  competitive  leasing  could  negatively  impact  developed 
mineral  reversions,  some  background  on  the  nature  of  the  oil  and  gas  industry 
in  Southeastern  Ohio  is  necessary. 

Hydrocarbons  have  been  commercially  produced  in  Southeastern  Ohio  since  1860. 
It  is  an  area  that  has  been  extensively  explored,  drilled,  and  produced  via 
primary  production  to  a  point  nearing  depletion.  Presently,  there  are  nearly 
600  wells  on  50,000  acres  of  Federal  surface  in  the  Marietta  Unit  of  the  Wayne 
National  Forest  alone.  This  well  density  makes  the  likelihood  of  any  "new" 
oil  and  gas  discoveries  in  the  shallow  producing  zones  of  the  area  extremely 
low.  The  majority  of  local  wells  are  at  the  extreme  lower  end  of  the 
"stripper"  category  (i.e.  producing  10  barrels  per  day  or  less)  as  yearly 
production  rates  of  150  barrels  of  oil  and  500  Mcf  of  gas  per  well  are  typical 
with  many  wells  operating  at  lesser  rates.  These  wells  would  undoubtedly  be 
plugged  and  abandoned  in  most  producing  regions  in  the  nation  if  not  for  the 
small  scale  local  producers.  These  producers  are  maximizing  the  recovery  of 
Federal  oil  and  gas  beyond  what  is  standard  for  the  industry. 

Most  wells  are  owned  and  operated  by  small  local  independents  or  sole 
proprietorships.  The  largest  producer  in  the  area  employs  25  people  but  the 
majority  of  the  local  operators  employ  5  people  or  less  to  assist  in  well 
tending  and  maintenance.  Income  from  producing  wells  in  the  area  are  able  to 
sustain  little  overhead  and  essentially  preclude  all  but  the  smallest  of 
independent  oil  companies.  It  is  not  unusual  for  some  operators  to  work  full- 
or  part-time  jobs  to  supplement  income  from  their  wells. 

The  economics  of  hydrocarbon  production  in  Southeastern  Ohio  is  at  best 
marginal.  Gross  income  from  a  typical  well  is  $4000  per  year  with  the 
standard  12.5%  royalty  rate  reducing  that  amount  to  $3500.  When  deductions 
are  made  for  labor,  maintenance,  supplies,  and  capital  expenditures,  operators 
can  rarely  claim  profit  margins  in  excess  of  what  one  could  get  from  a  money 
market  account  at  a  financial  institution. 

Given  this  background  and  the  limited  amount  of  financial  resources  available 
to  local  producers,  it  is  understandable  that  SOOGA  would  fear  an  adverse 
economic  impact  from  competitively  leasing  developed  mineral  reversions. 
SOOGA  feels  that  an  operator's  capital  investment  in  a  developed  mineral 
reversion  would  restrict  the  amount  he  would  be  able  to  bid  in  a  competitive 
sale.  Although  he  may  have  the  most  incentive  to  bid  because  of  his 
investment,  the  limited  financial  resources  of  local  producers  preclude  this. 
Alternately,  a  tract  with  established  production  is  certainly  to  be  of 
interest  to  lease  brokers,  whose  motives  are  likely  to  be  purely  speculatory 
with  no  intention  of  actual  lease  development. 


i  :' 


Competitive  leases  containing  preexisting  producible  wells  have  been  issued  in 
the  Wayne  N.F.  in  the  past,  with  the  stipulation  that  a  third-party  lessee 
(i.e.  a  party  other  than  the  well  owner)  does  not  acquire  any  interest  in  any 
preexisting  wells  or  equipment  on  the  lease.  Therefore,  the  third-party 
lessee  must  either  negotiate  with  the  well  owner  to  acquire  the  rights  to  the 
well,  transfer  lease  rights  to  the  well  owner,  or  drill  and  produce  their  own 
wells.  A  speculating  lessee  would  be  willing  to  sell  the  lease  to  the  well 
owner  or  obtain  an  overriding  royalty  on  well  production  for  a  price  that 
would  cover  any  bonus  and  rental  expenses  plus  a  profit.  This  is  an  amount  in 
excess  of  Lhat  which  Llit  well  owner  was  willing  to  bid  in  the  first  place  I 
Faced  with  operating  at  a  less  than  reasonable  profit,  well  owners  would 
likely  cut  their  losses  by  not  negotiating  an  agreement  with  the  lessee, 
removing  their  equipment  from  the  lease,  and  abandoning  the  involved  wells. 
Not  only  does  this  situation  make  for  poor  use  of  a  prudent  operator's 
financial  resources,  but  the  abandoned  wells  could  also  result  in  an 
outstanding  liability  to  the  United  States  requiring  significant 
administrative/legal  expense  to  resolve. 

To  date  in  the  Milwaukee  District  there  are  only  three  case  histories 
involving  developed  mineral  reversions  in  the  Wayne  N.F.  to  substantiate  the 
scenario  described  in  the  preceding  paragraphs.  The  limited  number  of  cases 
is  indicative  of  the  land  acquisition  procedures  of  the  Forest  Service  rather 
than  the  lack  of  a  problem.  Attached  is  an  excerpt  from  a  report  of  mineral 
reservations  in  the  Wayne  N.F.  which  includes  the  dates  the  minerals  will 
revert  to  the  United  States.  Through  1988  there  have  only  been  58  term 
mineral  reservations  that  have  expired.  However,  the  next  10  years  well  see 
nearly  500  mineral  reservations  expire  with  the  accompanying  mineral  acreage 
vesting  in  the  United  States'. 

The  three  case  histories  referred  to  in  the  Milwaukee  District  have  resulted 
in  both  the  lessee  and  well  owner  failing  to  reach  an  agreement  to  allow 
continued  operation  of  the  existing  well.  In  one  instance,  the  well  owner 
(John  Altier  Trespass  Case)  opted  to  remove  his  equipment  from  the  lease, 
abandon  the  well,  and  experience  a  substantial  loss.  Another  operator  (Barton 
Holl  Trespass  Case)  continued  to  produce  his  well  in  trespass  until  final 
abandonment.  After  ten  years  BLM  finally  stopped  pursuit  of  its  trespass  case 
in  the  interest  of  cost  effectiveness.  In  the  most  recent  case  (Constitution 
Petroleum  Trespass  Case),  the  lack  of  an  agreement  has  left  the  well  shut-in 
for  the  past  nine  years  without  ever  having  produced  any  oil  and  gas.  The 
third  party  lessee(speculator)  never  drilled  any  other  wells  and  the  lease 
eventually  expired  due  to  the  lessee's  failure  to  pay  rental. 

The  tract  is  presently  unleased  awaiting  the  next  competitive  lease  sale.  All 
three  cases  have  required  the  Federal  Government  to  expend  significant  time 
and  effort  in  pursuit  of  trespass  cases  against  each  of  the  well  operators 
with  one  requiring  prosecution  by  the  Justice  Department.  All  three  cases 
took  longer  than  nine  years  to  resolve.  In  all  three  cases,  the  operators 
proceeded  in  defiance  of  written  and  verbal  instructions  to  the  contrary 
because  of  their  confusion  over  regulatory  procedures  and  their  disbelief  that 
the  Federal  Government  had  the  legal  authority  to  take  its  course  of  action. 


Competitive  leasing  of  developed  mineral  reversions  is  even  discouraging  oil 
and  gas  development  prior  to  vesting  in  the  United  States  as  local  producers 
have  postponed  the  drilling  of  wells  on  mineral  reversions  to  avoid  the 
aforementioned  circumstances.  It  is  also  a  real  possibility  that  should  a 
well  owner  decide  to  abandon  a  well  on  a  lease  rather  than  negotiate  an 
agreement  to  produce  with  a  third  party  lessee,  the  remaining  reserves  may  be 
depleted  to  a  point  where  any  new  drilling  on  the  tract  would  be 
uneconomical.   Thus,  hydrocarbons  that  could  have  been  recovered  would  be  lost. 

In  conclusion,  the  case  history  oi  developed  mineral  reversions  in 
Southeastern  Ohio,  albeit  limited,  has  exhibited  an  abundance  of  confusion  and 
inefficiency  and  suggests  the  need  for  a  different  approach.  SOOGA  advocates 
any  procedure  that  will  allow  the  owner  of  a  producing  well  to  continue 
uninterrupted  production  after  the  minerals  revert  to  the  United  States.  They 
are  investigating  all  aspects  of  implementing  such  a  change  including 
legislative,  regulatory,  and  administrative  options.  Regardless  of  the  means 
to  an  end,  it  is  an  effort  rooted  in  the  interest  of  resource  conservation  and 
better  land  management. 
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United  States  Department  of  the  Interior   a^S 


W  RtPLV 
REFER  TO: 


BUREAU  OF  LAND  MANAGEMENT 

EASTERN  STATES  OFFICE 

550  SOUTH  PICKETT  STREET 

ALEXANDRIA,  VIRGINIA  22304 


3100(971)PCL 


14  MAR  1989 


8e  I!  n  W 


Memorandum 


To: 


'^^A^;^ 


BUREAU  OF  UIOMANav 


Deputy  State  Director,  Mineral  Resources 


Through:   Chief,  Branch  of  Minerals  Adjudication 


^f^ 


From:     Patricia  Ledwell,  Land  Law  Examiner,  Northern  Adjudicative 
Section,  Branch  of  Minerals  Adjudication 

Subject:  Trip  Report  -  Meeting  with  the  Southeastern  Ohio  Oil  and  Gas 
Association  and  Personnel  at  the  Wayne  National  Forest  in 
Marietta,  Ohio,  February  22-23,  1989 


I  attended  the  above-mentioned  meeting  with  Tim  Abing,  Petroleum  Engineer  in 
the  Division  of  Fluid  Minerals,  Milwaukee  District  Office  to  discuss  the 
Federal  Onshore  Oil  and  Gas  Leasing  Reform  Act  of  1987  (Reform  Act)  as  it 
pertains  to  Future  Interest  Leasing  Procedures,  i.e.,  where  private  mineral 
estates  will  expire  and  then  subsequently  vest  to  the  United  States. 

On  Wednesday,  February  22  Tim  and  I  drove  to  the  office  of  Carlton  Oil 
Corporation  located  in  Newport,  Ohio  where  we  met  Dan  Thompson,  Operations 
Manager,  of  said  corporation  and  three  other  members  (Jack  Clift,  Dean  Eddy 
and  Carl  Heinrich)  of  the  Southeastern  Ohio  Oil  and  Gas  Association  (SOOGA) 
who  later  took  us  on  a  field  trip  in  two  of  their  vehicles  so  that  we  could 
see  firsthand  the  oil  and  gas  operations  of  SOOGA  within  the  Wajme  National 
Forest  covering  Washington  and  Monroe  Counties.  We  viewed  oil  and  gas  wells 
of  various  independent  oil  producers  and  also  Carlton  Oil  Corporation's 
holdings,  which  is  one  of  the  larger  operations  in  the  area.  We  witnessed  the 
process  where  oil  and  gas  was  being  extracted  from  the  well  and  then 
separated.  We  were  given  explanations  of  various  types  of  equipment  and  their 
uses.  In  the  afternoon  we  drove  to  an  area  where  a  rig  had  been  set  up  and 
actual  drilling  operations  were  being  conducted  on  the  leasehold.  The 
independent  oil  producers  within  the  Wayne  National  Forest  are  mostly  "mom  and 
pop"  type  operations  where  family  members  do  the  majority  of  the  work  required 
on  the  leasehold.   Saturday  is  the  busiest  workday  because  most  of  these 
individuals  have  other  jobs  during  the  week  to  supplement  their  Income.  The 
oil  and  gas  business  that  is  being  conducted  within  the  Wayne  National  Forest 
by  the  independents  and  the  income  generated  therefrom  is  considered  to  be  on 
a  very  small  scale  compared  to  the  larger  oil  companies  elsewhere  such  as 
♦  Amoco,  Exxon,  etc.  While  on  the  f.'eld  trip,  we  were  given  a  brief  history  of 
the  area  and  we  saw  a  couple  of  producing  wells  that  have  been  in  existence 
nearly  100  years.  In  addition  to  the  oil  and  gas  industry,  cattle  farming  and 
timber  are  the  only  other  major  sources  of  income  for  the  area.  Those 
individuals  who  are  not  employed  in  the  aforementioned  capacities,  travel  to 
nearby  towns  to  work  In  factories.  The  field  trip  began  around  9:00  a.m.  and 
ended  approximately  4:30  p.m.  back  to  the  office  of  Carlton  Oil  Corporation. 


.  There  was  a  break  for  lunch  In  the  afternoon  at  a  restaurant  In  Woodsfleld, 
'  Ohio  where  we  met  additional  members  of  SOOGA  and  the  Prosecuting  Attorney 
(Walter  R.  Starr)  for  Monroe  County.  Discussion  during  lunch  centered  around 
the  reversionary  process  of  private  mineral  estates  to  the  United  States, 
recording  of  documents  in  the  courthouse  and  tahe  cost  and  process  of 
obtaining  abstracts  of  title.  Later  in  the  evening  from  7:00  p. a.  until 
approximately  10:00  p.m.  Tim  and  I  were  Invited  to  a  casual  reception  and 
dinner  at  the  home  of  Dean  Eddy  and  his  wife.  Also  present  were  the  other 
members  of  SOOGA  who  accompanied  us  on  the  field  trip,  two  members  we  met  at 
lunch  and  the  wife  of  one  of  the  members. 

On  Thursday,  February  23  from  10:00  a.m.  until  12:00  noon  Tim  and  I  met  with 
members  of  SOOGA  and  personnel  of  the  Wayne  National  Forest  at  the  forest's 
office  in  Marietta,  Ohio.  We  went  over  the  regulations  thoroughly  and 
emphasized  the  procedures  concerning  future  interest  leasing.   The  Forest 
Service  personnel  asked  many  questions  regarding  the  regulations  changing  as  a 
result  of  the  Reform  Act.  They  we  e  not  up-to-date  on  many  aspects  of  the 
competitive  process.  They  stilZ    i  a  supply  of  the  now  obsolete  yellow 
Acquired  Lands  Lease  Offer  Form  ^iO-3  dated  March  1978.  I  supplied  them  vith 
copies  of  the  current  forms  and  also  copies  of  the  current  regulations.  We 
answered  many  questions  that  members  of  SOOGA  asked  that  were  repetitious 
because  many  of  the  answers  to  their  questions  had  already  been  provided  them 
through  numerous  telephone  conversations,  congressional  correspondence  and 
%rtien  1  met  with  them  in  June  1988  during  their  visit  to  Eastern  States.  We 
again  emphasized  the  nomination  process  of  those  lands  where  the  United  States 
owns  a  future  interest  in  the  mineral  estate  and  that  under  the  Reform  Act  all 
unl eased  lands  must  first  be  exposed  to  competitive  bidding.  We  further 
explained  distinctly  the  difference  between  future  Interest  reversions  and 
private  leases.  SOOGA  fully  understands  the  difference  despite  the  fact  that 
they  would  be  happier  if  the  regxilations  could  be  changed  to  eliminate  the 
competitive  process.  They  are  very  anxious  because  there  are  existing  leases 
within  the  Wayne  National  Forest  where  the  mineral  rights  will  revert  to  the 
United  States  in  1992.  We  sugge  ted  to  members  of  SOOGA  to  contact  their 
political  representative  with  their  concerns  because  the  Bureau  of  Land 
Management  (BUi)   must  impleaent  the  statute  now  in  effect.  Tim  talked  in 
depth  about  post  lease  actions  on  Federal  leases.  He  covered  bonding 
procedures,  plugging  and  abandonment  of  wells,  applying  for  an  Application  for 
Permit  to  Drill,  issuance  of  various  types  of  permits,  on-site  inspection  of 
wells,  production  and  royalty  accountability  and  various  other  functions  of 
the  Milwaukee  District  Office.  During  the  meeting.  Forest  Service  personnel 
mentioned  that  they  are  not  getting  copies  of  the  competitive  sale  notices  and 
would  like  to  receive  them  especially  if  the  lands  are  located  in  their 
forest.   It  was  also  mentioned  that  the  competitive  sale  for  parcels  within 
the  Wayne  National  Forest  should  be  held  in  Columbus,  Ohio  to  allow  greater 
participation  for  area  developers. 

Tim  is  going  to  submit  a  proposal  to  the  Washington  Office  as  a  result  of  the 
meeting  with  SOOGA  that  will  outline  basically  the  economic  f&ctors  of  leasing 
within  the  Wayne  National  Forest,  e.g.,  problems,  maintenance,  labor  costs, 
income,  etc.  The  draft  of  this  proposal  will  be  submitted  for  Cart's  review 
^  prior  to  finalization. 


On  the  same  day  (February  23)  following  a  break  for  lunch  at  Shoneys,  Tim  and 
I  attended  the  Ohio  Oil  and  Gas  Association  (OOGA)  Region  III  aeeting  held  at 
the  Travel  Host  Inn  in  Marietta  from  2:00  p.m.  until  5:00  p.m.  Thirteen 
members  of  SOOGA  a/k/a  Region  III  were  in  attendance.  Barry  Ferguson, 
Manager,  Public  Affairs  of  OOGA  presided  over  the  meeting.  Mr.  Ferguson 
briefed  Region  III  members  on  upcoming  events,  bills  that  had  been  Introduced 
and  passed  pertaining  to  oil  and  gas  operations  at  the  State  level  and  gave  a 
summary  of  the  previous  meeting.  Later  during  the  meeting,  Tim  and  I  were 
introduced  as  representing  BLM  and  we  basically  covered  the  same  material  on 
Federal  mineral  leasing  procedures  as  we  did  at  the  morning  meeting  with 
Forest  Service  personnel  and  SOOGA  members. 
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MANAGEHBNT  PROBLEM— MINERAL  ACTIVITIES 

Demand  for  surface  and  subsurface  ^^f  ^^^^^^^"^^^^  ,^  .  ^3e 
considerable  competition  for  National  Forest  System  land  use, 
especially  where  minerals  are  non-federal. 


Decision 

When  mineral  rights  revert  to  the  U.S..  the  Forest  Service 
will  recommend  lands  for  leasing  if  there  are  no  over-riding 
reasons  not  to. 

Reason 

Because  the  U.S.A.  only  owns  7  percent  of  the  "if '^^l  f;if  ^^' 
minerals  was  not  discussed  in  the  DEIS  and  the  Plan  other  than 
in  the  standards  and  guidelines.  Many  people  strongly 
emphasized  the  need  to  discuss  effects  of  alternatives  on 
mineral  operations  because  more  mineral  rights  will  ^jvert  to 
the  U  S   They  are  also  concerned  about  the  future  of  their 
mineral  operations  in  Management  Area  6.2  when  their  mineral 
rights  expire  with  mineral  ownership  reverting  to  the  U.b. 

It  is  estimated  that  USA-owned  minerals  will  increase  from  the 
current  7  percent  to  25  percent  by  1995.  Although  the  overall 
effect  of  alternatives  on  minerals  is  slight,  minerals  are 
discussed  in  Chapter  1  of  the  FEIS  and  throughout  the  Plan.   A 
standard  and  guideline  has  been  added  that  states  that  it  is 
Forest  policy  t  recommend  to  the  Bureau  of  Land  Management 
that  existing  mxneral  rights  operators  should  be  given 
priority  status  in  continuing  on  a  noncompetitive  basis  as  the 
existing  operator  when  mineral  rights  revert  to  the  U.S.  and 
where  leases  are  to  be  renewed,  unless  there  is  reason  not  to 
for  cause. 


Decision 

Oil  and  gas  exoloration  and  extraction  will  continue  on 
USA-owned  leases.  Mineral  operators  will  not  be  denied  access 
across  National  Forest  System  lands  to  their  well  sites. 

Reason 

A  large  number  of  commenters,  particularly  from  an  area  on  the 
Marietta  Unit,  are  concerned  about  restrictions  on  oil  and  gas 
exploration  and  development  in  Management  Area  6.2.  They  are 
concerned  that  restrictions  will  result  in  lost  jobs  and 
income.  Other  people  are  concerned  about  the  impact  of 
mineral  activity  on  the  many  natural  features  of  the  Forest. 
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REASONS  FOR  THE  DECISION 
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